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4 . Philip Morris Inc, (PM ) 

105. Philip Morris is organized into five operating companies: Philip Morris USA, 

Philip Morris International, Miller Brewing Company, Philip Morris Industrial and 
the Mission Viejo Company. The United States tobacco operating company accounts 
for 25 per cent of the United States market, Philip Morris International, set up 

two decades ago,-is the company's second largest operating unit, PM*s . ~ - 

globalization has attained new levels in recent years since more than a third of its 
operating revenues emanates from PM International* The conglomerate structure of 
Philip Morris is shown in chart X. 

(a) Tobacco 

106. Philip Morris International (PMl) has more than 175 brands which are marketed 
in about I 60 countries and territories. Of world cigarette sales of 5»100 billion 
units in 1975 (excluding sales in the United States) PMI accounted for around 

4.8 'per cent. 52 / The~figures are indicative of the global orientation of PMI, 
with the volume of sales encompassing 10 per cent or more of market shares in over 
20 countries. 53/ In addition to five plants in the United States, it has 
manufacturing facilities in 19 other countries and distribution outlets in about 
150 countries. 54/ 

107. Marketing expansion has been sustained, notably in Europe, the Middle East 
and Africa, with growth taking the form of acquisition of national cigarette 
companies (of which Brazil is a striking recent example) as well as the setting up 
of new companies and licensing agreements, which has been the recent standard 
pattern for the tobacco oligopoly as a whole. To overcome trade barriers in EEC, 

a five-year plan was set in motion which, in the first phase, led to a considerable 
expansion in the Federal Republic of Germany. In Costa Rica, an agreement was 
signed in 1975 by Philip Morris with a Costa Rican group which enables PM to 
acquire a substantial equity share of two family-owned enterprises: 

Tabacalera Constarricense S.A., which manufactures cigarettes for the local market, 
and Mendiola and 7o., a marketing and distribution agency and also an importer. 

This acquisition by PM of a substantial equity now gives it effective control of 
37 per cent (in 1974) of the Costa Rican market, with the remainder controlled by 
BAT through the Republic Tobacco Company. 

108. Brazil has recently become an important base for economic penetration of the 
tobacco transnationals. For a long time its market was almost exclusively a 

BAT preserve, and BAT's grip still extends to 85 per cent. In order to 

_ rc 

52/ Advertising Age , 13 August 1975# One brand alone (Marlboro) was mainly 
responsible for these marketing strides in recent years. 

53/ Ibid . These countries include Australia, Canada, Italy, Mexico, Nigeria, 
the Philippines, Switzerland and Venezuela. 

54/ Brazilian Bulletin , September 1975* 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Chart X 


Major Business Groups of Philip Morris 
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Tobacco 


PHILIP MORRIS 


Land Development 


Source : Compiled from S.E.C. From 10-K and Philip Morris Inc,, Annual Report , 1975. 
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100% Crescent Distributing Co. 
100% MHL Distributing Co. Inc. 
100% Miller City Sales Inc. 
100% Waterloo Malting Co. Inc. 


Industry 


Philip Morris Industrial 
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appropriate a larger segment (it had earlier acquired the Philip Morris 
Brasileira S.A.) Philip Morris bought out the Companhia de Fumos Santa Cruz, with 
its extensive marketing and distribution networks and a number of popular national 
brands. 

109. PM has set up manufacturing subsidiaries and entered into licensing agreements 
in those cases where tariff barriers precluded United States exports. Licensing 
agreements cover all continents, and the Marlboro brand has now acquired an 
important foothold in the socialist countries of Eastern Europe. In Bulgaria, 
both PM and Reynolds receive royalties of 50 - 55 cents per 1,000 cigarettes, 
which could yield about $2 million in combined revenues. Sales of United States 
grown tobacco and proprietary packaging machinery should' raise 1976 revenues from 
Bulgaria to about £10'million. 55/ 

110 1 . Indeed, this strategy of penetration into- the socialist countries of Eastern 
Europe is common! to all TTCs. It would therefore appear that the licensing of 
their brands is just the first phase in the strategy. Joint production ventures 
are likely to follow, with output geared to hard-currency markets. The Bulgarians, 
notes a Reynolds spokesman, "have a well-developed industry and labour costs 
are low there, so we would' not exclude making and selling a new brand X in third' 
markets V 56/ The consumer attraction for the transnational brands in the socialist 
countries of Eastern Europe is great, despite much higher prices than'local brands. 

In' a very short time the Philip Morris brand produced in Moscow accounted for 
1.4 per cent 57/ of quality cigarette markets in the USSR. Within the Moscow 
region it would appear that the market share of the Apollo-Soyuz brand is much 
higher; supply and not demand, is the constraint on expanded sales. 

111. The extent of PM f s penetration can best be seen in Italy, where a State 
tobacco monopoly exists. Altogether, the TTCs have taken over 32.6 per cent 
of the Italian market, of which PM 1 s share totalled almost three-quarters. 

112. Subsidiaries of the company are active in the greeting card and' printing 
businesses in the United Kingdom. Philip Morris (Australia) Ltd. owns all of the 
outstanding shares of Linderman (Holdings) Limited, a leading Australian wine 

maker. 

(b) Breweries 

113. The process of conglomerated diversification within the United States began 
in' I97O, with' the acquisition of the Miller Brewing Company (the fourth largest 
in that country). The strategy behind choosing the brewery industry for 

55/ Business Week , 9 February 1976. 

56/ Ibid . 

2J International Herald Tribune » 26 April' 1976. Business Week . 9 February 1976, 
noted that: "In commemoration of last June's United States-Soviet linkup, 

500 million Apollo-Soyuz brand cigarettes were jointly manufactured by 
Philip Morris and the Yava cigarette factory in Moscow, priced at just under $1 a 
pack. They were sold out as soon as they hit the Soviet shops, but they immediately 
hit the black market at four times the original price". 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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diversification (as with Imperial) was that United States cigarette sales, at around 
514 billion, were about the same as for beer, and both are low-cost consumer items; 
both are processed and packaged products of agricultural origin, lend themselves to 
highly automated technology with a high volume turnover, and are marketed through 
the same Tuass retail outlets, 58/ In 1975* Miller Brewing Company assumed full 
United States distribution rights for L6wenbrau beer under a multi-phase agreement 
with L6wenbrau Miinchen AG. 

(c) Industry 

114. The industrial division embraces ^fogd, packaging materials, chemicals and paper, 
and other industrial products. Its principal companies are Milprint, Inc,, a 
packaging company whose products are used for snack foods, candy, coffee, 
processed meat and dry processed goods; Nicolet Paper Company, a maker of 
technical and specialty paper; Polymer Industries, Inc., a manufacturer of 
specialty adhesive and textile chemicals; the Vikalin Polymer Chemie GmbH in the 
Federal Republic of Germany; and the Koch Label Company, a specialized: printer. 

(d) 1 Land development 

115. In I 972 the Mission Viejo Co. in Southern California was acquired. It is a 
land development and home building corporation', whose principal activity is the 
development of 10,000 acres. It has also extended its land development programme 
into other states in the United States. 

116. PM’s growth and sectoral diversification can best be illustrated 1 by its 
sales revenues. In 1961 revenue stood at $529 million; by 1975> this figure had: 
soared to ^ 3,642 million (see table I 4 ) 1 . 

Table 14 

Philip Morris:; Total sales, 1970 and 1975 





1970 


1975 

1 

- - i 

Company 

$ million 

* 

8 million 

fo 

PM (USA) 

920 

61 

1 721 

47 

PM International 

425 

28 

1 040 

29 

Miller Brewing Co. ! 

70 a/ 

5 

: 658 

18 

PM Industrial ! 

[ 86 

6 i 

152 

4 

Mission Viejo Co. j 

! — 


71 

2 

1 

Total sales ! 

1 509 

li 100 I 

5 642 

100 


Source; Annual Report 1975: SEC Form 10-K, 31 December 1974 and 1975 . 
a/ August - December. 


/ Cf. the statement by the Vice-President of PM, cited in Maxwell 1 Consumer 
Services Reports . The Tobacco Conference, 5-11 June 1975. ” 
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5* Rothmans/Rembrandt Group 

117. This South African holding corporation is one of the largest and most 
powerful members of the TTCs. Even compared to the very parsimonious public 
information of the United Kingdom TTCs, little data is available from 1 the annual 
reports of the corporation* 

110. It was reported in 1975 that the Rembrandt Group (in South Africa alone) is 
the third largest South African corporation, with a capital 59/ of 
£159.7 million and a net profit after tax of £12.7 million. The Rembrandt Group* 
headed by Anton Rupert, noted that during 1975 1 the Group and its various 
associates "were able to increase their market share in South Africa and in a 
number of other countries* The Groups combined sales in 180 countries now 
represent 1 in 12 cigarettes sold: in the free world". 60/ 


119* The Rembrandt Group with its associates is, according to its press 
releases "a unique enterprise of equal partners with 70 factories in 50 countries, 
24 breweries in 6 countries and 19' wineries and distilleries in 5 countries". 

To this should' be added a wide range of mining, and industrial enterprises, 
including one of the largest textile industries in South Africa, I.L. Back and 
Company. Group assets exceed: R2,000 million with' turnover approximately 
R4,000 million (one Rand = £0.87). The corporate structure of Rembrandt is 
shown' in chart XI. 


120. In 1972, Rothmans and Carreras were fused in a complicated legal takeover 
that linked: all of the Rembrandt Group’s European interests in Rothmans Inter¬ 
national at an estimated cost of £350 to £400 million. This conferred on the 
Rembrandt Group a 75 per cent controlling interest in the fifth largest tobacco 
company in the world, with a 1976 turnover of £1.2 billion and a trading 
profit of £4.8 billion. 6l/ There is no consolidated report for the 
Rembrandt-Rupert GroupV 

121. Sales and trading profits in'" 1976 of Rothmans International were concentrated 
in Europe, although as can be seen' from table 15 Asia, with 15 per cent of 

total sales, was an important profit centre, accounting for 50 per cent of the 
Group’s total trading profits. 


Table 15 

Rothmans International: Geographical sales spread» 1976 

(Percent) 


1 Region/C ountiy . 

Trading profits Group sales 

1 Germany, Fed.Rep. of 
j United Kingdom 

Other Europe 

! Asia 1 

Other countries 

26 • • 31 

7 si 10 

27 ! 41 

! 50 j' 15 

! _ 10 ! 3 


Source : Annual Report , 1976 . 


„ W — Times 100 °- 1974-197S. London, 1975 (op.cit ). p. 87. Defined as 
tangible assets less current liabilities (excluding bank loans and overdrafts>. 

60/ A. Rupert, Partners in Progress . Rembrandt Group Ltd, Stellenbach, 19?6» 

p. 8. 

61/ Rothmans International, Annual Report and Accounts. 1976. n. 25. 
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Chart XI 

REMBRANDT GROUP Ltd. : CORPORATE STRUCTURE 



SOURCE : BUSINESS WEEK , Stptvmbtr 197* tnd Annutl Rtpon 1976. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Take-over of Liggett and layers (L* and M ) 

122. Although Rothmans International still remains predominantly tobacco-oriented 
(see table 16), plans; have already been made for a vast extension of its operations 
into other sectors. 62/ The effective control of what has been renamed the 
Liggett. Group by the Rembrandt/Rothman Group is a step in this direction* L and M 
is one of the smaller TTCs. In 1975 it held slightly over 4 per cent of the 
United: States market, around 18 per cent in Argentina, and was a leader in 
Bolivia. 6j/ 

Table 16 

Liggett Group: Revenues and operating income, 1975 


1 Product line 

Revenues 

( 

Operating income j 


(5 million) 

1* 

(0 million) 

* 

Tobacco products 

397 

43.2 

37 

41.5 

Pet foods 

; 177 

26.0 

14 

15.0 

Spirits and wines 

1 167 

20.2 

29 

52 . 0 : 

Other products 

72 

10.6 

! 10 

1 __ 

10 . 7 - 

Total 1 

j 315 

100.0 

! 90 

100.0 


Source : Annual Report, 1975 . 


6. American Brands Inc. 


123* The cigarettes, cigars and smoking tobacco division of American Brands is 
the American' Tobacco Cow and is the conglomerate’s focal profit centre. The 
conglomerate structure of this TTC is shown in chart XII. American Brand’s 
share of the United States cigarette market is 15 per cent and it is one of the 
four largest tobacco manufacturers in that country. It is among the 30 largest 
national United States advertisers and one of the leading successor companies to 
the former American Tobacco Company (ATC), which was broken up in 1911 by judgement 
of the Supreme Court of the United States. 


62/ In addition to tobacco proper, it has increasingly diversified into wines, 
and spirits, canned dog food, cereal products and industrial manufacturing* 
According to its official statements, foreign sources (export sales, royalties 
from its Brazilian subsidiary) accounted for around 11 per cent of operating 
income. 

63/ I Ti Ecuador one of its leading brands was the second most important 
imported cigarette, and it was the leading imported brand in Japan. 


fC 

o 
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o 
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Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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M AJOR BU S!NFSS_CROUPS_OF_AMERI CAN BRANDS'_Inc. 



Source : Compiled from data in S E C 10-K Form, 1974. 
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Acquisition of Gallaher 

124. In the ten years 196 5 - 1975 it spent £1 billion on acquisitions. In 
February 1975> the remaining 20 per cent of outstanding ordinary shares of 
Gallaher ltd., a United Kingdom corporation, together with all the other outstanding 
preference shares, were taken over by American Brands for £ : 64 million, 
transforming it into a wholly-owned subsidiary, Gallaher remains the most crucial 
external unit of American Brands, It is the 27 th largest United Kingdom, industrial 1 
company, 64/ engaged basically in the manufacture and sale of tobacco products 

in that country and elsewhere. Its other product lines are engineering, optical 
goods, wholesaling and retailing. Operating income from tobacco business in 
the United Kingdom now accounts for more than half of Gallaher 1 s profits. 65 / 

It is the second largest manufacturer of tobacco products trading in the 
United Kingdom^ 

125. Tobacco enterprises : In the United Kingdom 1 Gallaher holds about a quarter 
of the cigarette market. Its major brands there are Benson and Hedges, Special 
Filter, Park Drive, Kensitas, Silk Cut, Sovereign, Senior Service and Cadets, 
although trademark rights to some of these brands are claimed by other members of 
the oligopoly. Gallaher has developed rapidly its wholesale and retail tobacco 
links. In contrast to Imperial, which has now moved away from the system of direct 
accounts with retailers (because of its sheer size, and is now marketing again 
through wholesalers, many of whom it controls), Gallaher still uses the system of 
"direct accounts" with retailers. 

126. Non-tobacco enterprises : Operating income of the non-tobacco companies 

in 1975 included: engineering (Mono Pumps, Saunders Valve and F.I.P. in Italy), 
£5,287,000; optical business (Dollond and Aitchison), £23,774,000;. 
wholesaling, £926,000; and retailing, £1,432,000. The last figure reflects 
Gallaher's ownership of Forbuoys, Ltd., a chain of 375 stores specializing in 
retail operations of newspapers, stationery, candy and tobacco products and other 
wholesale and retail 1 activities under various names; 15 shops were added in 1975 * 

Operating results 

127. Total net sales of American Brands rose from £2.7 billion in 1970 to 
£4i.l billion in 1975* An analysis by product line is given in table 17 . 


64 / The Times 1000 , op.cit . 

65 / American Brands, Annual Report , 1975 - SEC Form 10-K 1974. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Tablo 17 

American' Brands: Net sales by product line, 1970 1973 

(S million) 


II 

I 

1970 j 

Per cent 

1975 

Per cent j 

i Tobacco products 

1 ~~1 

. 1 

• 

' i 

I: 1 1 565.3 ; 

38.6 

International sales 

1 023.5 

38.4 

Domestic sales 

1 029.0 

30.5 

- 1 051.5 

25.9 

Food products 

351.1 

13.1 

! 457.6 

11.3 

Wholesaling 

20.7 

O 18 

1 183.5 

4*5 

Hardware 

27.3 

1.0 

160.6 

4.0' 

Retailing 


- 

1 150.1 

3.7 

Distilled beverages 

135.7 

1 5*1 

146.5 

3.6 

Office services and supplies 

48.2 

1.8 

96.7 

2.4 

Engineering 

17-5 

0.7 

97.5 

| 2.4 

Toiletries 

- 

- 

65-5 

1.6 

Optical goods and services 

3.4 

0.1 

: 52.3 

1.3 

Other 

Minus intra-company sales 

28.3 1 

1.0 

1 49'. 3 

(21.4) 

t 1.2 

•: ( 0 . 5 ) 

Total 

2 674.5 

100.0 

4 055.3 

100.0: ' 


Source: SEC Form lO-IC, 1974 and 1975* 


128. The table chows that tobacco accounted for 64.5 per cent of total net sales 
in 1975, with' the domestic market having 25*9 per cent, a sharp dip from 

58.5 per cent for 1970. The very high share of international net sales for 
tobacco products (33.6 per cent in 1975) stems from the importance of Gallaher 
(26 per cent) in the United Kingdom. Through the global takeover of Gallaher, 
American Brands also acquired Theodoras Niemeyer, its Dutch subsidiary, which in 
1975 held 12 per cent of the Netherlands market. 

7. Loews Corporation 

129. The rapid growth and diversification of Loews over the last two decades 
(see chart XIIl) reveals both the stability and the instability of the 
oligopolistic structure of the TTCs and the vulnerability to takeover of certain 
traditional firms. The annexation of Lorillard, one of the oldest tobacco 
companies in the United States, and one of the successor companies to the ATC, 
reveals how Loews itself was transformed from a small theatre company into a minor 
TTC. The cost in excess of net assets acquired related to this acquisition 
originally amounted to around 0129 million before deduction of estimated tax 
benefits. Although the international tobacco operations of Loews have now been 
taken over by BAT at a cost of ‘k 32 million', the company continues to grow and 
diversify. The Loews holding company is a public corporation in which a single 
family holds almost one quarter of the total stock. The origin goes back to 
1959, when the Tisch brothers gained control of Loews from Metro Goldvyn-Mayer, 

to become a diversified company as illustrated by its gross revenues and pre-tax 
operating income (chart XIII). 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Chart XIII 

LOEWS CORPORATION : REVENUE AND GROSS OPERATING INCOME, 1960, 1970 and 1S75—, 
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GROSS OPERATING INCOME 



I960 
Millions of dollars 

Source: Business Week, November 1976 
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Housing 

$ 9 millions deficit 


* INCLUDES CNA's INSURANCE BUSINESS 
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150. Cross-subsidization, United to massive capital infusions, has drastically 
modified its structure. Its essential activities include insurance (property, 
casualty and life); financial services and asset management; production and sale 
of tobacco: products; operation of 102 cinemas; development of residential real 
estates and related projects and investments in the iron and steel industry* The 
General Finance Corporation ranks among the 20 largest independent finance companies 
in the United States and: is engaged in three■specific activities: personal loans, 
automobile financing, and insurance* These agencies of finance capital have been 
reinforced: by the acquisition of GNA ; s insurance and non-insurance operations. 

The GKA Financial Corporation' is basically involved in providing investment 
advisory services to mutual funds, 

131. The Lori Hard Corporation was acquired in November 1968 and was subsequently 
transformed into a uholly-ownec] subsidiary of the company's subsidiary, 

Loews Theatres, Inc. The Lorillard corporation was merged into Loews in‘July 1969 
and its operations have been conducted as a division of that corporation. One of 
the conspicuous features of its marketing organization is its concentration on 
exports, which made it an extremely interesting case for acquisition by BAT. 

About 18 per cent of its total volume of sales in 1975 were exported by Lorillard 
directly and through wholly-owned subsidiaries, which included a domestic 
international sales corporation, a western hemisphere trade corporation and a 
foreign subsidiary. The significance of foreign sales Is illustrated by the fact 
that about 29 per cent of net earnings in 1975 were due to exports, foreign 
licences and other non-United States operations. Licence agreements have been made 
with 19 cigarette manufacturers in foreign' countries on a royalty basis and the 
corporation also produces a number of Lorillard brands for markets in certain 
African countries and about seven European: countries. Unlike other American 
companies, Lorillard lias no> overseas manufacturing plants and thus its marketing is 
geared strongly to exports, which accounted for one-fifth of United States 
cigarette exports in 1974* 


132. Lorillard*s export drive was made directly by Lorillard itself and through 
three wholly-owned subsidiaries: Lorillard International Sales Corporation, 
which services maiketing centres on a worldwide basis; P. i^orillard Pan American, 
Inc., servicing marketing regions in Canada, Puerto Rico, Central and! 

South America; P. Lorillard International S.A., Zug, Switzerland, largely. A.’!'..."...’ 
responsible for marketing operations in certain areas of Europe, the Middle East 
and Africa; P. Lorillard, a Luxembourg corporation, (jointly owned by 
HVL Participations and P. Lorillard International S.A.). 


133« As with other producers, there is no clear-cut demarcation between 
wholesaling and retailing. Lorillard markets its product lines by direct sales 
to distributors, who In turn supply retail outlets. Products are also marketed 
directly through chain store organizations and vending machine operations. In 
order to streamline and rationalize marketing operations tobacco products are 
stocked in public warehouses. 


M 


154. Lorillard:* s International Division covers four operating regions, and there 
Is also an overseas division, each being a separate profit centre. Its basic 
marketing approach consists of two strategies; quality and presentation of the 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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product and advertising, with the United States manufactured product being the 
benchmark for all their cigarettes produced abroad, a marketing strategy also 
pursued by other tobacco transnationals. As with other transnationals, earnings 
from foreign operations are important, with approximately 29 per cent of net earnings 
attributable to exports, foreign licensing and other operations in 1975 •• 


135. Tobacco manufacturing for Lorillard in 1975 was the largest segment of the 
company's operations, representing 43*2 per cent of revenues (less taxes) and 
42 per cent of operating income. 

8. Gulf and Western 

136. This corporation exemplifies the growth of conglomerate power. In 
approximately less than two decades it has expanded from a single product company 
with an annual sales volume of million into a ij.4 billion TTC with 110,000 
employees. 

137. Its organizational chart (see chart XIV) gives an incomplete description of 
the components of its major groups, which include: manufacturing of a wide range 
of industrial products, with production facilities in the United: States and 13 
foreign countries; a consumer and agricultural products group in>which is located 
the Consolidated Cigar Corporation, engaged in the manufacture and sale of cigars, 
smoking tobacco and smokers 1 accessories; the leisure time group, which includes, 
among others, Madison Square Garden Corporation, 66/ the Paramount Pictures 
Corporation and Simon and Schuster, one of the largest book publishers in the 
United States; the natural resources and mining group* with interests in the 
United States and abroad covering zinc and coal mines, titanium, iron ore, crude 
oil, natural gas and coal; the apparel products group* producing and marketing a 
wide variety of textile apparel as well as shoes, and specialized textile products; 
the paper and binding products group; the automotive replacement parts group; 

the financial services group, engaged in direct instalment loans, sales financing, 
wholesale financing, underwriting, casualty and life insurance. 

133. Table 18 below indicates the shares of major groups in total revenues 
and operating income for the fiscal year 1976. 


66/ The eight-year campaign to absorb the Madison Square Garden Corporation 
was successfully concluded in 1977. The Garden's estimated revenues of 
.'100 million for the fiscal year 1976/77 were 5.3 per cent of Gulf and Western's 
yearly revenue. 


Source: https://www.industrydocuments.ucsf.edu/does/nxllOOOO 


201005232S 



Chart XIV 


Major Business Groups of Gulf and Western industries, Inc. 



Not* I) Food and Agricultural Product*: - Product lines : raw and refined sugar, molasses, furfural, etc..., citrus fruit, tomatoes, etc... , V0 

- Dominica n Re public : 108,135 hectares land in 1974 produced 405,000 tons of 96° sugar. 

- Florida^ 57,510 hectares land in 1974 produced 105,600 tons of 96° sugar. 

- P aragua y : 60,750 hectares land suitahle for farming and cattle raising 

Source Compiled from data in S.E.C. 10-K, form, 1914. 
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Gulf and Western 

Revenues and operating income - Year ending 31 July ^976 

(percent) 


II Group 

Revenues 

Operating 

Income 

11 

| Manufacturing 

25 

39 

j Financial services a/ 

16 

5 

Apparel products 

15 

9 l 

* Paper and building products 

11 

® : 

f Leisure time 

11 

13 

| Consumer and agricultural products 

11 

25 

Automotive replacement parts 

7 

6 

j Natural resources 

4 

12 

j 

100 

108 

j Corporate expenses and 


(8) 

j Intercompany items 

- 

| 

— 

1 

Total 

100 

100 


— 

- - —■ 





Source ; SEC Form 1Q-K , 1976• 


a J For the purpose of the percentage calculations, revenues of the Financial 
services group, not consolidated in G and V*s financial statements, have 
been> included* 

139* Although no officially published data are available to elucidate the product 
components of the consumer and agricultural products group, it has been estimated 
that its cigar sales, pipe tobacco, tobacco pouches and other smoking accessories 
account for a mere 5 per cent of total sales, although the Consolidated Cigar 
Corporation had around 30 per cent of the United States domestic market in 1975* 

One of the world's leading cigar producers, Consolidated, has subsidiaries in 
the Dominican Republic, the Canary Islands and the Netherlands. It has now 
globalized its marketing operations that combine the sale of its Spanish, Dutch 
and American' cigars in about 100 countries. 6]J 

140. The strength of the diversification movement of Gulf and Western is well 
revealed in agriculture, where it is one of the largest corporate land^owners in 
the Americas and owns slightly more than 11 per cent of the arable land area in the 
Dominican Republic. 68/ Table 19 below indicates the extent of its holdings. 


67 / Recent purchase of an interest in two leading brands (H. Upmann and 
Monte Christo) have strengthened its market hold. 

68/ Calculated from basic data on arable land in FAO, Production Yearbook 
and G and l/'s disclosures to the SEC. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Table 19 

Gulf and Western: Land holdings 


Region 

Acres 

■ Land use pattern 

Dominican Republic 

270 000 | 


j ; of which: 1 

107 ooo ! 

sugar cane | 


117 000 | 

livestock pasture f 

!: 1 

1 1 

15 000 1 

I 

related operations * 

j! • 

14i 000 

i 

resort and tourist 

1 


activities 

i 

* 

3 GOO 

citrus, vegetable \ 

i 

I 

and tobacco 


14 000 

unused 

Paraguay 

153 ooo 

sugar and cattle 

ii 


raising 

. Bahamas 

j 2 500 

vegetables * 

Florida 

j 

1 164 300 


1 of which: 

i 

! 33 500 

sugar ! 

1 

12 000 

citrus 

j 

33 400 

beef cattle 

• 

5 coo 

vegetable and unused 


25 400a/ 

beef cattle and 1 



vegetables 

■ 

• Connecticut 

2 900 

wrapper tobacco 

of which: 

720 a/ 

tobacco 

i 

Total 

572 700 

! 


Source ; SEC Form 10-K, 1975. 
a/ Leased land. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Chapter III 

PRICING MJD MARKETING: OF CIGARETTES 

141. The present chapter deals with the scope of pricing and marketing of 
cigarettes, which account for more than 90 per cent of world leaf tobacco output* 
It analyses the mechanisms of cigarette wholesaling and retailing ir two< centres 
of TTC power, viz. the United Kingdom and the United States. This choice has 
been dictated not only l)y data availability but also because 'it is in these' two 
countries, that the extent of mounting economic concentration in the marketing 
and distribution of tcbacco manufactured: products at the wholesale and retail 
levels can be clearly perceived* Increasingly, the divisions separating 
wholesaling and retailing agencies are being removed. 

A. Case studies 


1 * United Kingdom 
Wholesale structure 

142* Ir the United Kingdom!, whore a high degree of economic: concentration of 
tobacco manufacturing prevails (with three firms - Imperial, Gallaher and: 
Carreras/Rothmans - accounting: for 9c per cent of total output), the structure 
of wholesaling and retailing over the last 80 years also exhibits a similar 
incidence of concentration;, with manufacturers extending their control into the 
marketing and 1 distribution: chains* Wholesaling is in part combined with 
manufacturing, in part with retailing (e.g. chain stores) and, in part, 
conducted by specialized wholesale firms. BAT, the Imperial Group and the 
Burnah Oil Co. (a wholly owned-subsidiary of R.J. Reynolds) are among the 
50 largest retailers in the United Kingdom) 1 . Around two-thirds of the 
Utdtrd Kingdom cigarette trade passes through, wholesalers, the remainder being 
traded directly by the manufacturers ('direct accounts'). Since the 196l 
United Kingdom Monopolies Commission report on;the supply of cigarettes and: tobacco 
machinery was written the structure has become even more consolidated, 
particularly because of the impact of cross-subsidization and the massive incursion 
of the TTCs into retailing and distribution. 

143. Three TTCs dominate thj market and fix prices for almost all their tobacco 
products at all stages of distribution. Pricing policy to' distributors is a 
function of the volume of turnover, irrespective of whether thu- buyer is a 
wholesaler or a retailer. While historically the trend has bvjen for 
wholesalers and retailers to bo taken over by the manufacturer, there are signs 
of a reverse move from retailer-back to wholesaler. Over the last several-decades 
the number of tobacco wholesalers has shrunk to around 24P, many of whom have 
already been taken over by the prevailing oligopoly. 


1SJ 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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144. At presort there axe around 35^yOGO retail outlets for tobacco products 
in the United Kingdom. This includes th largo number of retailers who deal in 
tobacco products as 0 side lino to their main business (see table 20 ) • Ir the- 
absence of any system of retail licensing; for tobacco, any trader who wishes to 
sell tobacco is fro: to do. so. There are five major categories of outlets: 

(a) Specialist tobacconists, i.e, those whoso business is confined to 
the sale of tobacco products; they represent a small and dwindling 
number, due to; the squeeze of profit margins. 

(b) k large number of confectionery, tobacconist and newsagent (CTN) 
traders, who occupy an important and. fairly stable role in retail 
marketing. 

(ic ) 1 Supermarkets and grocers, who sell tobacco products as a side line 
to their main activities end hc.ve increased their share of the market 
sub s t an tial 1 y am the post d ^ c ad a. 

(d ) 1 Traders who sell alcoholic drinks by f off-licence r , and through 
licensed premises for the sale of alcohol. 

( 0 ): Vending machine operators, who sell their products through machines 
installed in restaurants, hotels, clubs, factories, etc. Sales 
through vending machines currently account for 10 per cent of the 
United Kingdom market, compared! with, around 50 per cent in the 
Federal Republic of Germany and 30 per c^nt in the United States. The; 
United Kingdom figure : is expected, to rise to; 20 per cent by I 9 . 8 O'. 


Table 2 ( > 


United Kingdom retail 

outlets for 

cigarettes 


(per cent 

of total sal 

es) 


Outlet ; 

1568 - 1969 . 

1970 

1975 

Co-operatives 

7 

8 

f 6 

He11ipie s/cupormrxk • t s 

2 

10: 

11 

Other independents • 

13 

12 

10 

j Confecticrcrs/newBagcntc/ 

: tobacconists and tobacco 1 



! specialists 1 

35 

35 

36 

Licensed promises • 

14 

10 

15 

Miscellaneous (cinemas, ! 


garages, vending machines). i 

29 

25 

20' 


- 1 

1 : — 

— 

» 

! 

100' 1 
j 

j 1100 

100' 


Source : Trade sources. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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145. Tliii tobacco oif.igoool; uaintains 'dirocfc accounts' with' retailors who arc 
able to ^archase iv bull; on th basic, of a four-weakly cycle of ordering. 

The altemati‘’P source of supply is through wholesalers, vrho are ini a position' 
to offer the sialler retailors Margins uliich. comparv favourably with those 
cf th: manufacturers. 

Th- pricing and marketing policy 1 of Imperial Tobacco Company 

146 . Each branch of Imperial is considered a separata oracling entity, with lu.s 
cn/r sales force and customers 1 accounts. 'Hie branches operate within a general 
policy framework aimed at maximizing the profits of the company globally 

at any point of time. Whi * 1 0 ,ach branch has its ov^> management, th e ore cut i"e 
Comroittee of Imperial is th final authority on natters relating to major 
capital outlays, ad '--rtisi^g, ivtrodaction of new brands, modifications iv 
pric or specifications of existing brands. Major decisions on technological 
innovations arc also centralized. 

Introduction of new brands 

147. Mach branch formulates, its own price list, but all accord the sane terns 
to distributors. Vhil:; introduction of new brands and pricing policy are 
nominally, witliin the prorogeti *e of the branches, the importance of such 

a vital decision as the introduction of a> new, brand is determined by the 
Executive Coruiitte ' as a function of direct costs, potential marketability 
margins, advertising, budgets and the intensity cf market competition. Hie 
importance of such a major decision! can be gauged by the fact that, since l$ho 2 , 
Imperial's five: 1 : ailing brands ha: 0 accounted' for more than four-fifths of total 
sales. The dominance cf a handful of brands has always been a constant feature 
of the TTCs r policy. 

Marketing network 

143. From its inception, Imperial mo'-cd into the wholesale and retail 
network to acquire a greater command of pricing, policy, and, in their own 
words, "to stop competitive manufacturing allied with cut-price retailing’". 

This led : to a series cf talceo'^ers 7b/ until by th .nr- of th . ]. ; 93^s Impr rial- 
had acquir*d : a key r 1 i" the tobacco disiiributi. ; trad: ,. 

14 ? 1 . GOch brand of I-iperiai 1 has i ts ovm dbcontraliz ;d distribution n 'tvork 
an.' sal r, fore., 0 system af 3 > us ' by th ■■'-th jrmnb 'r . f the tcbacc-. 
eligo v ly, i. ., Gr. II ah r and Rothmans. For the bulk, of its products Imperial 
fixes selling prices at all stages of supply, and the minimum prices at which 
wholesalers nay res Ml to retailers are specified in price lists. While the 
company's recommended retail pric:.' has historically b:en a price determinant, 



69 / Monopolies Commission, R_ort on thy supply of cigax^cttes and tobacco 
machinery . London, HUSO, 1961 , P. SO:. 

7d/ -Salmon and Gluck stein, with'1 4 : retail enterprises; Bewley and 
Company, with 13 high-class retail tobacconist shops: in London; Fin&lays and 
Sinclair, through which it bought out Id other wholesale tobacconists. 


Source: https://www.industrydocuments.ucsf.edu/doGs/nxllOOOO 
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the system lias not been entirely successful, since cigarettes marketed in the 
United Kingdom are sold below the market price as "loss leaders", notably in the 
supermarket chains and discount houses* 

150. Distributors 1 ' margins have remained more or less the same since the 
Monopolies Commission report was written. A retailer purchasing direct from 
Imperial earns a gross margin of 9*5-11*5 per cent on the sales price 
of cigarettes; a wholesaler buying direct on "best possible terms" earns 
from 1.75 per cent to 3.25 per cent, while for a retailer buying from a 
wholesaler the margin is from 7*5 per cent to 9*5 par cent, Tliese rates are 
applicable to the industry as a whole. 

Imperial as yrico leader 

151* V’lile Imperial maintained tliat there was no price collusion between 
producers, prices charged by the tobacco oligopoly for a given grade and typo of 
cigarette wore similar and often identical. "Imperial, the acknowledged price 
leader in the industry, has sometimes indicated the prices it intended 1 to 
charge", concluded the Monopolies Commission, 21/ Its acknowledged price 
leadership is still to bo reckoned with in> the industry. Many, if not most, 
members of the who! 2 sale and retail trad ! e have now come to regard some form of 
auiunis tox-ed price or price Maintenance as desirable, since it can be used as 
a defensive weapon against those sellers who use tobacco products essentially 
as ’loss leaders", thus undermining the recommended producers* list price. 

152. Among the marketing devices deployed to maintain Imperial "s pre-eminence 
as price leader there are two which sure still operational after several decades: 
the bonus system and free 'window dressing' of retailers. To qualify for 
the bonus, a distributor must be accepted as a direct customer of Imperial and 
enter into a written agreement. Under the scheme, the distributor undertakes 
to stock Imperial's bonus-bearing goods and) advertise them prominently. Prom 
such an arrangement, the distributor gets a cask bonus related to the value 
of his yearly srfes. 

153* Advertising through 'window dressing" is related to the bonus system. 

At present, there are more than 35,000 distributors' windows that are ’dressed' 1 
free of charge. One of the provisions which, it appears, lias not changed 
since the mid-1950s is that the company reserves for itself 75 P er cent of 
the total display available for tobacco goods, including all centre displays. 
While * window dressing ’ is not mandatory under the bonus system it Is , none the 
less, an inducement to join the system, which is emulated throughout the 
United Kingdom by Imperial 1 s two other major competitors, although there are 
some variations between them. 


11 / Op. cit .. p. 74 . 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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154. In its analysis; of Imperial's pricing policies, the Monopolies Commission 
noted that all manufacturers follow the rule of uric:; maintenance in prescribing, 
the rainimum retail and intermediate prices; of practically all cigarettes 
arri tobacco they sell, and the conditions; of sale. While there; may have been 
changes since the nid-1950c related to 'loss leaders r and breakaway pricing 
policy, there have been only minimal changes in the operational mechanism, 
since distributors cannot buy from manufacturers, except on the conditions 
which each distributor concerned accepts as a term of purchase. 

155* The manufacturer 1 s net realized price varies according to the customer's 
preferential status and his adherence to the bonus system, but there is no 
great price variation from product to product, or from manufacturer to 
manufacturer, although there- are: considerable profit variations ^/i'tiiin- these 
same established price ranges.. 

156 . The pricing mechanism, of the price; leader is not. based on a method 
calculated to yield a uniform profit rate on all brandte. One of the techniques 
of pricing policy is to take a loss on one brand over a certain period' of 
time, if it be judged necessary to build or restore its market share. Moreover, 
a small shift in cost, may have an' impact, on profits, since the ex-factory price 
is a low proportion of the final retail price. Brands selling at the same 
unit price are expected, in principle, to yield the same gross profits per unit. 
Higher-priced brands, because of their heavier advertising costs, are 
expected to'yield a higher rate of gross profit. 

157* For the industry as a whole, and not merely for Imperial, the continuous 
review of brand costs, which the Monopolies Commission pinpointed, provides 
the general picture of cost trends; and a benchmark for introducing new brands 
(and dispensing with old ones) , as; well as for deciding when costs and 
price structures should be altered. In addition, pricing policy wall have 
to' fit into a much larger framework now that the United Kingdom is a member of 
EEC. It will need to look at global trends of costs and profits; the nature 
of competition beth in the national and i*i the world: market; the; effect of 
price changes, on demand and present tax policies. 

2. United States 


Wholesale and retail structure 


158. Wholesale and retail tobacco trade concentration in the United States 
since 1890 reveals much the same traits as in the United Kingdom, but to a 
much greater extent specialized independent tobacconists have disappeared 
(almost completely) or been taken over, giving v;ay to the large-scale franchise 
outlets and institutional sellers, such as supermarkets and vending machine 
operators. Supermarkets nov? account for 38 - 40 per cent of total 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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cigarette sales. The combined sales cf supermarkets and vending machines 
account for 68 - 70 per cent of total sales. 12/ 

159. Th: present extent of '.wholesale concentration is. well exhibited in the 
United States, where in 197b there were some 2,000 primary tobacco wholesalers 
and 1.4 million retail outlets for an industry with gross sales of over 

SI2 billion. (Details on the wholesale.tobacco in the United States in 1975 

are shown in annex I, table II). 

160. By the early 1980s, due to the greater volume' and the technology of 
highly computerized marker operations (and other social forces), the number 
of°wholesaler 3 wiill have been reduced to 1,000. 75/ Impressive as such a 
number is, it dois not reflect present levels of effective concentration at 
the wholesaling level: a m^ro 5 per cent of primary wholesalers are now 
responsible for more than half of total wholesale marketing transactions. JA/ 
The franchise pact described below is the link between the oligopoly and the 
wholesaler. 


12 / Chain Store Age . February 1975* Entry into the vending machine business 
is not limited tc the' American members of the oligopoly; it has taken place 
alsc in the United Kingdom end elsewhere. In 1974> Gallaher penetrated the 
business through takeovers by tvo of its subsidiaries’, the Mayfair Cigarette Co. Ltd 
and Standing Tobacco Co. At. the end of 1974, the company f s vending interests 
became the Mayfair Cigarette Vending Co., which is a subsidiary of Gallaher 1 s 
retailing arm, the Varriner and Mason holding company. In the. same year, 

Gallaher and Rothmans also bought up three cigarette 1 vending companies. To; 
beat off the takeover offensive, 13 large and medium-sized independent cigarette 
vending, companies were welded into the Automated Cigarette Marketing Ltd. in 1974, 
with Imperial’s benediction. ( Source : Economist Intelligence Unit, London,; 

Retail Business ,, Special Report No. 2 ). R.J. Reynolds is now selling its 
own vending, machines "at cost" on a convenient payment schedule,, although it 
is claimed that vendors aro not limited to stocking only Reynolds’ brands. 
( Advertising Age , 22 March 1976). 

75/ Information supplied to the UNCTAD secretariat by the managing Director 
of the National Association of Tobacco Distributors. 

74/ Commenting on the thrust toward' fever and large wholesalers, one of 
the largest wholesalers in the United States declared that "a reason for this 
is that the smaller toims are Just now getting, chains like K-Mart. And, 
according to a story heard, when a. large chain store opens in a community, 

35 small stores go out of business. If 'this is true, or anywhere near true, 
the spread of the chains to' the rural areas will mean fever and fewer stores, 
and this must reflect itself at the wholesale levcd. It f s my opinion that 
the smaller distributors, the ones doing less than $ 3-4 million a year, are 
going to: be eaten up> unless they rake a connexion with 1 a larger distributor. 

With freight shipments getting larger and' reducing inventory turnover, the 
smaller distributor won’t be able to take the strain. Certainly not when 
his customer count ic decimated by the spread of the chains. We will have loss 
distributors in the: country in a few years", (interview with Mr. Jay Martin, 
owner of the multi-million dollar Capital Cigar and Tobacco Co. in Maryland, 

United States Tobacco Journal . 16 September 1976). 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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The franchise pact 

l6li, Whllo* the marketing scope of the franchise pact will obviously vary among 
members of the oligopoly, there: are certain underlying common features defining 
the respective role of the wholesaler and the manufacturer* Schematically, 
the wholesaler, through Ms franchise, is primarily concerned with distribution 
of specific brands within Ms geograpMc zone; where brand weaknesses have 
arisen, the manufacturer's goal is to ensure promotional measures to boost 
sales. Purchase materials are affixed periodically; the wholesaler submits 
an inventory setting a time-limit (week/month) on the manufacturer* s right 
to check proper rotation of merchandise and to consult on mutual requirements. 
Subject to clearance from the wholesaler*s sales department, the manufacturer's; 
representative has; the right tc work either alone or in conjunction with 
wholesaler's representatives at specified intervals of time, and on selected 
sales territories, making available to the manufacturer an annual financial 1 
statorient. The credit terms agreed upon prior to- the franchise are subject 
to periodic; revision by the manufacturer. Should the manufacturer, within 
the specified demarcated sales territory, wish to sell to 1 other retail and 
institutional buyers, he may, in certain cases, give the wholesaler a mi n i m um 
percentage cut on the retail and institutional outlet gross sales price. 

Srlcs distribution network 


162. There are no variations in sales techniques, however, between the members 

01 the tobacco oligopoly, since all market the final product through distributors, 
chain stores and other largo; retail outlets. Several of the bigger vending 
machine operators purchase their requirements directly. On the other hand, 
manufacturers; themselves; are increasingly entering into the cigarette vending 
sector by buying up vending macMne companies* 

1 63 . An analysis cf the sales distribution network for cigarettes in 

the United States (see chart XV): reveals that cigarette manufacturers sell 
56 per cent of their output to tobacco wholesalers, 23 P^r cent tc grocery 
wholesalers and 10 per cent to chain; food stores. The remainder is sold to 
vending macMne operators, military institutions and chain drug stores. 

The- 56 per cent supplied to tobacco whole sailers is made up of 20 per cent 
vMch wholesalers pass on to food stores, 13 ! per cent to- drug stores, 11 per cent 
to miscellaneous retail outlets and 12 per cent to vending machines. 

I 641 * Although they account only for about 6-7 per cent of total tobacco sales, 
"convenience stores ’ 1 (included in "miscellaneous retail outlets" in chart XV) 
provide an interesting insight into the mechanism of marketing. 

I 65 . One of the <lecir;i T o; elements in merchandising profitability, as has already 
been stressed, is the rate of turnover, and i* v this respect manufactured tobacco 
products are at the top of the "turn? 1 . 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Chart XV 

UNITED STATES TOBACCO OUTLETS 
1976 


Manufacturers’ Cigarette Retail Cigarette Sales 

Sales by Distribution By Type of Outlet 

Channel 


.(% of Total) 



(% of Total) 

.... - 

Chain Food Stores 


20% 

Food Stores 

53 

(254 Cos.) 

Grocery Whlsrs. 

(942 Cos.) 

10 % 

23 %_ 

— 

13 % 

(4,563 Cos.) 
(232,000 Stores) 

Drug Stores 

15 %&/ 

Chain Drug Stores 
(87 Cos.) 

2 % 

11 °/o 

(2,818 Cos.) 

(48,000 Stores) 

Misc. Retail Outlets 

11 % 

Tobacco Whlsrs. 

(1,875 Cos.) 

i 

% 


(77,000) 



|I2 6 /o 

Vending Machines 

16% 

Vending 
(444 Cos.) 

4% 


(6,000 Cos.) 
(900 ; 000 Machines) 


Military Instit. 

(1,501 Instit.) 

5 % 


Military Instit. 
(3,000) 

5 % 

(5>103) 

100 % 


(14,882) 

100 % 

Source : Trade sources. 



i/ Chain Store 

Ages estimates. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Table 21 

Gross profits and sales of vendang machines in 
the United States* 1972 and 1974 


i j Commodity j 

i; 

li ! 

Share' 
retail 
(Per 
197,2 | 

of total i 

sale s , 

cent) ; 

1974 j 

Average sales 
per machine j 

(*)■ j 

1972 <, 1974 1 

I----- 

Cigarettes 

28.3 

±hl | 

2 095 

;; 2 519 

Hot cup 1 beverages 

16.11 

17-1 

2 958 

! 3 151 

: Sandwiches;, salads, t 

12.7 

14.0: 

2 0711 

1 2 563 

li 

[ pastry, etc. 1 




II 

Candy, nuts, gun andi 1 

10.9 

10.6 

1 054 

1 298 | 

biscuits: (5 cents or | 


j 


i 

more ) : 





Cold cup beverages I 

10*3 

lOvl ! 

2 162 

, 2 537 

Milk ; 

5.1 

5.3 

2 112 

! 2 613 

Miscellaneous vending ! 

2*6 

2.8 1 

1863 

i 830 

machine products 


1 1 



Hot food < 

2.4 

2.7 1 

1 639 

1 1 962 

Bottled: and canned' drinks 

1.5 

2.6 ! 

1 895 

; 2 7 20 

Ice crean , 

> 

, i 

0.6 

! 0.6 ' 

1, t 

[ ___ 1 

730 

! 978 

| 

1 

| Total 

93.o ! 

! 91.0 1 

1 935 

| 2 186 

j Sales other than through 

! 7.0 

9.0 ; 


i 

j machines 




! 

1 

| Tot a.1 

l 

100.0 

HOC.O' 
i 

i | 


1 

i 

1 

! ! 

J_i 


Source: Bata supplied by the National Automatic Merchandising Association 
and compiled by Price Waterhouse and Company* 

Cigarettes in' United States supermarkets "turn" approximately 36 times per 
year, since the entire- cigarette department of a supermarket sells out 
its stock on average in about 10*5 days* For convenience stores, as noted 
above, the “turn" is only about seven days* 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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166. The? marketing corollary of a high rate of "turn” is best indicated by 

an arithmetic example. On the assumption (which conforms to the trade practice) 
that the tobacco distributor grants the retailer 10 days for payment at a 
3 per cent interest rate, and that all the cigarettes ere sold' within seven' 
days, there still remain three days during which, the retailer can use the 
credit as he sees fit. It should be borne in mind, moreover, that the 
convenience store operator charges retail but buys at wholesale prices. In 
considering this roughly 25 per cent margin, the analysis of one convenience 
store is highly relevant: "If we choose to use a 25 per cent margin, then 
after four 'turns' at 25 per cont we arc now \rorking on 1 their* money# In 
our business, with this exceedingly high rate of 'turn 1 , our 're-invested* 
dollar works hardest for us and produces more 'money' to 're—invest* in 
paying for other c-store items than in any other product category". 25 / 

167. Margins on vending machine operations arc also of the order of 25 per cent. 
While table 21 shows that one half of vended product lines yield higher average 
sales per machine than cigarettes, the trade margin on cigarettes is much 
higher than on any other product, which accounts for tobacco's constituting 

the largest share of sales from vending machines. 

Global! margins of the United States cigarette industry 

168. The breakdown by major economic agents in chart XVI indicates returns tc 
tobacco growers in 1972 of 5.7 per cent of total retail value; 11.5 per cent to 
manufacturers; 2.9 per cent to employees; 15*7 per cent tc owners of business 
and Government;. 41.2 per cent to the federal and state governments (through 
taxation); and 23 per cent for trade margins. Further details on the cost 
items of retail value are shown in table 22. 76/ 


75/ Convention Store Industry, Seventh Annual Report, New York 1976. 

76/ Calculations of cost estimates were based on the 1972 Census of 
Manufactures, with the exception of amounts for total services and unstemmed 
tobacco (used in processing tobacco), which were estimated from 1 the 196? 
input-output tables, with adjustments to 1972. Advertising outlays 
were extracted from trade sources. (For details of sources, see table 22). 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Chart XVI 


US Cigarette Industry : Cost items of Retail Value, 1972 


Economic 

Agents 


Cost items 


(per cent) 


Cost items by 
major groups 


Gross return 
to gro wn 6 


Manufac- 


Employee fcT" 

compensation it 


= Unrtammed tobacco s 
Processed tobacco 


ontainers, cellophane, etc. 
fuel and energy _ 

Advertising 

"" Other service* *” 

~ Salaries - Z 

Wages 


capital expenditure 


Others: :::::::::::::::::::::::: 

Su?n*uand157 Depreciation, indirect business j W.7j 

n taxes, property type incomes, :::::::::::::::::.: 


Primary and 
intermediate 
in puts 


Services 


Wholesalers and retailers 


Teaas 4U 




IvXvXvXvMvl 


»VV*V*X*VeV*%S***.*.*.VAV»SVeVaVaVa| 


Sources: As for table 22, 
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Table- 2? 


United States cigarette industry: Cost items of 
retail value. 1972 &/ 


Cost item 


Retail value 
(? million,, 


Per cent of 
retail value) 


Value of production (ex-factoiy) 

Primary anc intermediate inputs 

Unotcnmed leaf tobacco 

(incl. unpackagvd green tobacco) 

Processed tobacco b/ 

C on tain e rs , c c* 11 opl i anc , etc. 

Fuel and electric energy 

Cost- of services 


4 212 


35.8 


(49) 

(1 094) 
(398) 
( 11 ) 

(470)' 


(0.4) 

( 9 . 3 ) 

3 - 4 ) 

(o.i; 

(4.0) 



Advertising 



(2.4) 



Value added 


(2 188) 

(18.6) 



Salaries 

(58) 


(0.5) 



Wa^cB 

(287) 


(2.4) 



Other c/ V 

1 843) 


(15.7) 


2 . 

Trade margins 


? 707 


23. c 

3. 

Federal taxes 


2 151 


ie.3 

4. 

State taxes 


2 655' 


22.9 

5. 

Total retail value 


111 ?6S 


100.0 


Sources : Department of Caramerce, 197? Census of Manufactures ; data provided by 
the- Dept, of Internal Revenue; Dept, of Commerce, Input-Output 
Structure of the US Economy . 19^7 , Washington jt , 1974; 
information provided by the National Association of Tobacco 
Distributors: Tobacco R eporter. August 1974 r and ether trade sources. 

e/ 197 ? is the latest year for vhich there is a census of manufactures. 

b/ Of whrch J625 million (5*3 per cent) 1 got-s to tobacco growers. 

c/ Includes depreciation, indirect business taxes, property type incomes, 
capital 1 expenditure (^02 million). 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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1 69 . Primary* and intermediate inputs shown in table 21 criminate in 56 industrial 
groups and subgroups* Except for tobacco and coal, the majority of transactions 
stem from ^manufacturing*’, such as the tobacco stemming and re drying industry 
and the container paper and printing industries. Althoug* direct input of 
-obatco in the f.^ r -n of' urn- t?~rid leaf tobacco is minimal (only 0.4 per cent of 
total retail value)!,, it should be borne in mind that the stemming and redrying 
tobacco; industry bought an estimated $£25 million (5*3 per cent of retail value) 
from tobacco growers for processing. 

170. Over the last decade, the upsurge in tobacco taxes at all levels has 
increased,, and although not the single determinant as alleged by TTC spokesmen, 
they do, to a certain extent, have an influence on pricing policy. The 
United States Department of Commerce data indicate that of the $80 billion 
collected in 1975 by the individual states, JjJ taxes on tobacco; products were 
seme S3.3 billion, or 4 per cent. Whereas in 1936 total tax revenue from 
tobacco products in the United States ($513 million) was. smaller than from 
alcoholic beverages (f54:1 million^, by 157,5 tobacco tax revenue was almost double 
that from alcoholic beverages. Apart from fuels ($6.3 billion), no other tax 
has such a; high revenue yield as tobacco, which helps to explain the political 
leverage of the tobacco lobby. 

The bootleg revolution 78/ 

171. Table 23 indicates, the price spread between a Marlboro brand and the most 
popular brand in> different cities., Price spreads are accounted for not only by 
traditional costs, but also: by bootleg markups and markdowns, which have now 
become a significant element in the total marketing picture. About 30 per cent 
of all cigarettes entering international trade are of bootleg origin, and in 
Italy bootleg, cigarettes are estimated to comprise 35-40 per cent of total sales. 
Of an estimated 600 million Pakistani cigarettes consumed in Afghanistan, around 
65 per cent are contraband. 79/ 

172. In the unite' States the huge tax differential (2 centr per pack in 

North Carolina as comr-ared with 26 cents in New 1 York City) has turned the bootleg 
cigarette intc the second (after narcotics) most profitable contraband marketed 
product in the country. For the United States: as a whole, bootleg marketing 
now accounts for around 25->C i; per cent of total sales; for New York City the 
proportion is as high as 50 per cent, involving an annual loss of state tax 
revenue of around 8130 1 million, 

173* The marketing and pricing rationale behind this drive for a commodity that 
has minor breakage or spoilage problems is the tax differential and high profit 
expectations. In New York City, which has the highest cigarette prices in the 


77/ The figure of $20' billion ( 56.6 per cent of total state taxes) does not 
include municipal, city and urban taxes, which accounted for the remaining 
43*1 per cent of state taxer. 

76/ See Elimination of Cigarette Racketeering, Hearings befor e 
Subcommittee No, 1 of the Committee on the Judiciary, House of Representatives 
9<ndi Congress. 2nd Session, Washington DC, 28 September 1572. 

79/ Tobacco Reporter . February 1977. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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"Marlboro" 

Zurich 

City 

Brand 

t 

index=10C 


Amsterdam 0.92 

Athene 1*25 

Bogota 0.44 

Brussels O'. 74 

Buenos Aires 0.42 

Caracas j 0.49 

Chicago 0.60 

Copenhagen 1.65 

Dublin 0.82 

Dusseldorf O'. 9 4 

Geneva O .76 

Helsinki 1.07 

Hong Kong 0.J8 

Istanbul O .64 

Johannesburg - b/ 

Lisbon 1.18 

London 0.85 

Los Angeles 0.47 

1 Luxembourg 0 164 

Madrid 0.87 

1 Manilla 0.34 

Mexico City 0.53 

.Milan 0.82 

Montreal -■ b/ 


New York 

0.60 

78 

; Oslo 

1.66 

?17 

Panama 

O 1 .50 

65 

' Paris 

O'.79 

103 

i Rio de Janeiro 

O'. 61 

79 

San Francisco 

O'. 45 

59 

1 Gao Paul O' 

O'. 61 

79 

: Singapore 

0.97 

74 

Stockholm' 

I .56 

205 

Sydney 

0.90 

118 

Tehran 

0.53 

69 

Tel Aviv 

0.80 

104: 

'Tokyo J 

0.67 

67 

Toronto 

0;65 

85 

Vienna 

1.08 

141 

Zurich 

0.76 

100 

Source: Union Bank of Switzerland 
Zurich, 1976 p. 10 


0.83 

0.42 

0.13 

' 0.77 
0.42 
0.29 
0.60 
1.65 
0.72 
0.90 
0.64 
1.07 


Price As per cen 

difference of local 
brand 


-0.09 11 

-0.83 198 

-0.31 238 

0.03 4 

0 

-0.20 69 


- 0.10 

- 0.04 

- 0.12 


O .38 

59 

- 

0 

0.47 

74 

- 0.17 

36 

0.43 

67 

- 

- 

0.52 

81 

-0.66 

12T 

O .78 

121 

-0.07 

9 

0.47 

73 

- 

0 

0.49 

76' 

-0.15 

51 

0.22 

34 

- 0.65 

295 

O. 3 I 

48 

-0.03: 

10 

0.48 

75' 

- 0.05 

10 

0.47 

73 

-0.35 

7,4 

0.70 

108 

- 

- 

0.55 

86: 

- 0 . 05 : 

9 

1.66 

2S8 ! 

- 

0 

0.40 

65 

-0.10 

25 

O .36 

56 

-0.43 1 

119 

0.47 

74 

-0.14 

30 

0.45 

70 

- 

0 

0.47 

74 

-0.14 

30 

0.49 

76 

-0.08 

16 

1.25 

194 

-0.31 

25 

0.81 

126 

-0.09 

11 

0.22 

34 

-O. 3 I 

141 

0.51 

80 

-0.29 

57 

0.50 

78 

-0.17 

34 

0.65 

101 

- 

0 

0.65 

101 

-0.73 

66 

0.64 

100 

-0.12 

19 


a/ Price for one pack of 20. 
b/ Not available. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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United States, combined state and city taxes of $2.50 a carton, plus_a_sales .tax 
of 50 cents, raises the retail 7 price~of~Lucky" Strike to over $5.25 a carton.. 

In contrast, North Carolina, with a state tax of 20 cents a carton and a sales 
tax of 10 cents, lias the lowest national y rice, since a carbon of Lucky Strike 
retails for $2.89. In terms of pricing policy this meanB that-a single 
truckload of Lucky Strike, bought in North Carolina and brought to New York 
(where the cartons would be typically bootlegged for $4 each; would yield a 
profit of $60,000. 80/ The upshot of this revolution in pricing policy and 
marketing innovation has been that bootleggers in New York State have eliminated. 
35 out of 65 traditional wholesalers over the past decade. Criminal 
conspiracy charges have been brought against nine members of the Wholesale Tobacco 
Distributors in New York. 8l/ 

174. All five of New York's Mafia families reportedly have moved into cigarette 
marketing operations, and their estimated annual profits are around 
$100 million. 82/ Given the massive aggregate gross marketing revenues of the 
Mafia, estimated at $46 billion (which is comparable to the figure for Exxon and 
for General Motors of about $55 billion in 1977)» 85/ it can be expected that 
their licit and racketeering wholesaling and retailing tobacco operations, which, 
now cover some 25-30 per cent of the United States market, will increase in the 
immediate future. An analysis of Mafia marketing revenues is given in table 24. 
The Mafia's command of finance and technology puts it in a position to annex even, 
larger market shares,; both domestically and internationally. It is also in a 
position to encroach on members of the prevailing tobacco oligopoly through 
stock purchases.' Faced with the threat, the TTCs have now joined forces to 
resist it, which accounts for the antagonistic relationship between them and the 
Mafia. 


80/ Wall Street Journal , 15 September 197,6. 

81/ A federal grand jury in its indictment charged the Wholesale Tobacco 
Distributors in New York with conspiring to fix wholesale cigarette prices. 

The indictment charges that the trade group had communicated to each other since 
1965 at association meetings and elsewhere their intention to raise wholesale 
prices. ( Wall Street Journal . 18 February 1977). . 

82/ Time , 4 October 1976. 

§2/ See International Herald Tribune . 21 April 1978 . See also United States 
Gongrees Senate. Racketeering in the Sales and Distribution of Cigarettes . 

Hearing before the Subcommittee on Criminal Law s and Procedures of the Committee on 
the Judiciary . 95 th Congress. First session, 21 October 1977, Washington DC, 1978. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Tabic 24 

Mafia: Estimate d__an nual marketing revenues 
(J billion) 


Item 

Gross 

* 

Net 

* 

1 Gambling 

38.0 

60 

7.6 

% 

: Loan-sharking 



10.0 

39 

Narcotics 

5.0 

10' 

4.0 

16 

Hijacking 

Pornography and 

1.5 

3 

1.2 

5 

i 

prostitution 

2.0 

4 

1.7 

7 

Cigarette bootlegging 

1.5 

3 

G.S 

3' 

TOTAL 

46.0 

100 

25.3 

1 _ 

100 


Source:: Time, 16 May 1977. The: calculations in the source are 
based on data from the National Gambling Commission, the 
Drug Enforcement Administration, the Tobacco Tax Council, 
the Senate Small Business Committee, the New York State 
Commission of Investigation and various law enforcement 
agencies. 

*/ $2.5 to S3-.5 billion loaned out at any given time. 

B Tobacco margins in selected countries 

175 . As can be seen froEi table 25 below, -in each of the 11 European countries 
shown there are great variations in cost structures for the most popular brands. 
Production, costs vary from a low 1 of 7 per cent of the retail price in Denmark to> 
a high of 34 P er cent in Switzerland. In contrast, Denmark, with 84 per cent 
for value added tax (V AT' and excise tax, ranks first in< taxes from the point of 
view of public revenue, and Switzerland nearly last ( A 6 per cent). The 
proportion of retail price represented by trade margins varies little in Belgium, 
France, the Federal Republic of Germany, the: Netherlands, and the United Kingdom; 
it is highest in Switzerland and Austria. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Table 25 

Components of the retail price of cigarettes a/ 
(in per cent, around: 1975.^ 



AUSTRIA 

BELGIUM 

DENMARK 

Production cost 

13.1 

22.3 

7.4: 

Trade margin 

19.5 

| ' 10'. 6 

8.3 

VAT 

12.4 

5.7 

13.0 

Excise tax 

55.0 

61.5 

J.hi 

Total 

100.0 

100.0 

100.0 


FRANCE; 

GERMANY, Fed. 
Rep.' of 

ITALY 

Production cost 

17.2 

19.0 

14.7 

Trade margin 

10.5 

10.7 

10.9 

VAT 

7.1 

9-9 

15.3 

I Exci se tax 

65.2 

60.^ 

99.2 

Total 

100.0 

100.0 

1 100.0 


NETHERLANDS 

1 

SPAIN 

SWEDEN 

Production cost 

22.2 

♦ • * 

J 

• 1 • 

Trade margin 

11.3 

! 

• > f 

VAT 

Excise tax 

12.3 

94-1 

< 32.2 

1 - 

^58.5' 

Total 

100.0' 

100.0: 

ioo.o 

I 

1 

SWITZERLAND 

UNITED'KINGDOM 


Production cost 

33.7 

18 .4 

i 

1 Trade margin 

20.1 

9-1 

! 

1 

VAT 

> 

J A C O 

7.4 


j Excise tax 

^ C . C. 

63.0 

1 

1 

j Total 

100.0 

100.0 

! 


Source: Trade sources. 


a/ Analysis based on the most popular brands in each country. Totals do 
not necessarily add to 100 owing to rounding. 


C. Problems of tax harmonization in the European Economic Community 

176. The first directive on harmonization of tax structures in the EEC took effect 
in December 1972. At that time, there were two different cigarette taxation' 
systems among the six member States: in the Federal Republic of Germany cigarettes 
were subject to a 100 per cent specific excise tax, while in the five other 
countries, excise tax was calculated on an ad valorem basis with reference to the 
retail price. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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177. The 197,2 directive specified that harmonization of tax structures for 
cigarettes would be carried out on the basis of end-product taxation, and that 
the excise duty would include both specific and ad val orem elements:. One of the 
major problems ir obtaining a definitive agreement lies in +he differing position 
of countries where there is no State tobacco monopoly, on the one hand, andi the 
two countries - France and Italy - on the other hand, which have a State monopoly 
and are in favour of a proportional, or adJ valorem , system. 

176. An important goal of tax harmonization in the Community is to> secure a freer 
movement of goods under competitive conditions, in accordance with 1 the Treaty of 
Home, i.e. the elimination of internal obstacles to market interpenetration' and 
the establishment in the final stage of the same burden of indirect taxation for 
all member States, so that the: range of retail prices mirrors in principle 
manufacturers’ delivery prices:.. 

179. The international tobacco oligopoly lias continued to strive for a dismantling 
of the French: and Italian State monopolies, which it sees as a deterrent to the 
expansion of TTC sales. It is for this reason' that the TTCs have opted, in 
general, for a predominantly specific system' of tobacco taxation that would 
facilitate a far greater penetration of the French and Italian markets, by 
cigarettes produced within the Community by their subsidiaries. Such a system 
would not necessarily provide opportunities for the two leading European State 
monopolies to boost sales elsewhere in the Community, partly because their entire 
sales and marketing apparatus is much less export^oriented and aggressive than 
that of the oligopoly (although the quality of their tobacco products is just as 
good) and partly because their production is predominantly of cigarette types not 
equally popular in. other member States of the Community. Conversely, while in 
appearance an ad valorem system; would not facilitate the complete penetration of 
the two State monopolies, it should be borne in mind that the Italian market has 
already been deeply penetrated by the oligopoly (specifically by Philip Morris) 
and by bootleg trafficking. 

160. The level of ad valorem or specific 1 "uties, or the effect of any combination 
of these two, is not, in the final analyses, the determinant of market shares. 

The decisive factor is rather the sheer financial power and marketing skills, 
together with their advertising capabilities, discussed below, of the TTCs 
(which quite clearly the State monopolies in France and Italy do not possess to 
anything like the same degree). A suggestive pointer in this respect is the 
returns on capital: whereas SETTA (the French State tobacco monopolyV has a 
yearly return of 4-5 per cent, that of the tobacco oligopoly exceeds 20 per cent. 

D. Advertising 

181. Price competition and its corollaries have largely ceased to be the methods 
used for gaining larger market shares because of the exorbitant costs involved in 
what TTCs deem to be irrational and uncongenial modes of economic conduct. Ever 
larger advertising budgets and enhanced control of the mass communications media 
have become vital determinants of consumer behaviour. Advertising helps the 
TTCs to shape the demand function within markets. In a general equilibrium 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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framework neither distributions nor consumption expenditure among commodities 
nor the allocation of consumer income between savings and consumption is 
independent of firms' behaviour. 84 / In an effort to conceal the full extent of 
their advertising outlays the TTCs in the United States hav< acted in unison to 
prevent the United; States Federal Trade Commission (PTC) from collecting detailed 
marketing and advertising data. 85/ 

182. Methods to conceal large-scale advertising outlays take the familiar forms 
cf transfer pricing and excluding; advertising agency commissions and advertising 
production^ costs. Moreover, heavy promotional spending is not quantified in 
measured media totals. Despite this, however, even at the formal advertising 
level the TTCs arc among the first 50 leading United States national advertisers, 
with the following ranking: R.J. Reynolds ( 9)1 Philip Morris ( 14 ); American 
Brands (2'Loews (4&) > the first nine out of the: top: 25 outdoor advertisers- 
the first ten amongst the top 25 newspaper advertisers. 86/ 

16J. 'Hiese practices of concealing advertising costs are much more prevalent in 
the developing countries, where procedures of investigation of most regulatory 
bodies are weak. Officially disclosed advertising costs as a percentage of 
sales in general give a very partial picture of total advertising costs. 

18^.. Since the present battle of the TTCs is no longer one of price competition, 
advertising is the main instrument used to gain larger market shares, and this 
involves costly legal battles between various members of the oligopoly, with 
recriminatory charges and countercharges of fostering mendacious sales claims. 87/ 
The suit of American Brands against. R.J. Reynolds; of employing "false 11 , -misleading 
and deceptive" advertising on one of its new 2mg tar cigarettes is typical of 
the many cases of litigation; that are now taking place. 


84/ K. Cowling, J. Gable, M. Kelly, T. McGuiness. Advertising and Economic 
Behaviour, London 1976. 

8$/ According to. Businecs Week (l6 May 1977)."until 1974 each member of a 
TTC in the United States was required by law to break expenditures down into five 
categories, including newspaper, magazine and direct advertising outlays.. But 
the FTC is aware that the official figure of $400' million on. publicly disclosed 
advertising fails to give an ample breakdown, of advertising, including 
point-of-sales promotions, allowances to retailers, public entertainment and 
other hithc-rto. non-disclosed publicity. However, the FTC does not want the 
TTCs in the Uhited States to use profits from more than 87 billion in ann ual sales 
to persuade the public to take up am unhealthy habit or to increase consumption." 
(Sec also Advertising Age , 23 August 1976).. 

86/ Advertising A ge. 23 August 1976. 

5Z/ V/hile much 1 of this litigation may have an esoteric quality to an 
outside observer, it plays a vital role for enhanced market power. Likewise, 
Reentsma, the conglomerate in the Federal Republic of Germany, has also filed 
suit against Philip Morris for the latter’s use of the term "fine filter" in its 

u! r ™ 6W ? entS ’ contendin € that it is not the filter itself which matters but 
what FM claims the filter does not do. According to the plaintiff, the use of 
“ e erci f^ne filter' is misleading because the cigarette condensate structure 
remains unaffected by the now filter. (See Tobacco Reporter. February- 
and Advertising Age . 23 Febn^rv 1976 s - K - yi * 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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1^5. Officially released advertising outlays of R.J. Reynolds indicate that they 
grew- by 12.2 per cent annually from 1973 to 1976, and by 15 per cent from 1975 
to 1976. (Expenditure was $85 million in 1973, $9-2 million in 1974, $104 million 
in 1975 end an estimated $120 million in 1976.V 80/ These sums refer exclusively 
tc the United States market, which is not the case only for Reynolds since 
nothing is disclosed of the TTCs* advertising costs outside the United States. 

156. The gap between advertising claims, and performance is, perhaps, best 
portrayed in the present advertising sales campaigns for the low-tar cigarette 
market. As Fortune noted, the cigarette industry, with no process similar to 
the decaffi'nation of coffee, must resort to other measures to lower tar content. 

In the case of "Nov"',, one of the latest low-tar brands of R.Ji., Reynolds, there 
is a new low-tar design combined with air dilution holes on the side of the filter, 
and cigarette paper of high porosity lets in still more air. In addition, a high 
level of reconstituted tobacco sheet, i.e. salvaging sweepings and stems 
formerly discarded is used. The technique of "puffing" is resorted to by 
injecting Freon and allowing it to expand. 09/ 

187. Commenting on Reynolds r advertising claims for its; low-tar cigarettes. 

Consumer Reports noted that "Now" contained only 64 per cent as much tobacco 
by weight as a pack of'Winston. 


"It's getting so that you can hardly trust. a cigarette advertisement 
anymore ... Someone suggested that the really ‘unique 1 aspect of Now's 
design night simply t? less tobacco:. Accordingly, we decided to compare 
the tobacco content of Now with that of R.J. Reynolds' best selling brand, 
Winston, which is the same length as Now. We purchased packages of both 
brands from a variety' of local stores and placed 27 packs in our constant 
temperature humidity room., The outer wrappings were removed and' the 
cigarettes were allowed to stabilize at room conditions for 48 hours., 

Then samples were taken at random from each pack* and the tobacco contents 
of each cigarette sample were removed and weighed. Result: the average 

weight of the tobacco content in Nbw was only 64: per cent of that in 
Winston. .«. smokers tend to smoke more cigarettes when the cigarettes 
are low in nicotine, which is an addicting agent. That, of course r - 
means more unit sales. And when the tar and; nicotine content is reduced 
through the cigarette equivalent of slack fill, such cigarettes cost less 
to produce. Consumer Reports can only gasp in amazement at the 
merchandising genius behind this example of a low-tar, low-nicotine 
cigarette that is also lo \r in tobacco." 90 / 


88/ Business Week . 26 January 1976. 
89/ Fortune , October 1976. 

90 / Consumer Reports . July 1976. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Io3. 7TC penetration in both developed and developing' countries is largely 
realized through the advertising complex of large transnational advertising 
agencies, harnessed to a highly sophisticated network of mass-persuasion 
technology. As with the big banks, the engineering industry, and the 
transnational leaf buyers, the morphology of the world advertising industry, 
through which the TTCs work, indicates the thrust of its marketing concentration. 
According to- a recent report by the UNCTAD' secretariat, 9l/ the vrorld’s ten 
largest agencies accounted for 35 P er cent of world advertising billings in 1975' 
and had 43 per cent of their activities, in foreign countries (see table 26). 
Only in Japan do the transnational advertising- agencies have only a limited 
foothold. 


Table 26 


i- 

The world's ten biggest advertising agencies by country. 


size and foreign, content, 1975 

Rank 

Agyr.cy 

nationality 

Total Billings 
(in millions S) 

_ 

Foreign 

content 

($■ 

i 

Interpublic Group of Cos., a/ 

US 

1 126 

57 y 

2 

Dentso Advertising 

Japan 

94* 

3 y 

3 

J.. Valter Thompson 

US 

900 

52: 

4 

Young & Rubican International 

US 

! 801 

40: 

3 

Lee Burnett Co. 

TJS 

623 

36 

f 

Ted : Bates 

US 

604; 

54 

7 

Ogilvy & Mather International 

7TS 

561 

54 

8 

International Needham Univas 

Frame c/UK/ 

562 | 

37 y 



US 

1 


9 

Batten, Barton, Durstine 

US 

525 

29 


& Osborn 




10: 

SSC & B Lintas International 

UK/US: 

511 

72 

| 

Total 

i 

i 

7 179 ] 

j 42.5' 


Source: Advertising Age , 23 February and 29 March 1976 ; K.P. Sauvant, 
,f Multinational enterprises and the transmission of culture: 
the international supply of advertising services and business 
education* 1 , Journal of Peace Research . ITo. 1, Vol. XIII, 197.6. 
See "The Impact of Trademarks on the Development Process of 
Developing Countries, Report by the UNCTAD secretariat" 

(TD/B/c. 6/AC. 3/3), table 15. 

a/ The most important member of this group is McCann Erikson, with 

$775 nillion of billings, of which 70 per cent were abroad, 

y Estimates for 1975• 


2i/ ' ,The Impact of Trademarks of the Development Process of Developing 
Countries, Report by the DNCTAD secretariat" (TD/B/C,6/AC.3/3), paras. 224-246, 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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189. The link between international advertising agencies and the TTCs is a 
conspicuous, feature of the tobacco industry* where advertising has become an 
important barrier to entry,, as well as a vital means of influencing consumers. 

As with the TTCs, 'the dominance 'of the* international 'advertising ‘agencies is not 
confined-to the developing countries; they are al^o important .in the .developed 
countries, although participation by domestic firms is higher. In the 
developing countries, about 70 per cent of the total value of billings were 
accounted for by foreign agencies or joint ventures in 1975 (see table 27,A):* 

In several countries foreign control is 'total, while in several others there is 
a majority participation of the transnational advertising agencies (see table 27B). 
Professor Eichner’s general observations apply with even greater force to the 
TTCs, and more particularly to the developing world. 

’’The sums spent on advertising are perhaps the least defensible of the 
investment outlays ..* Indeed, it is hard to see what public good, if any, 
is served by this type of expenditure. Rather than informing the potential 
buyer', advertising, especially placed in the mass media by the 
megacorporation, merely obfuscates and confuses. The main effect, in fact, 
is to debase and corrupt a large part of society’s informatiohal ‘network. 

The-economic arguments on behalf of advertising, meanwhile, are hardly to. 
be taken seriously. Even if it were true that advertising could shift 
the aggregate consumption function, there are certainly better and more 
direct ways of avoiding a decline in the over-all growth rate. In reality, 
the primary' function of advertising - and the only reason that • 
megacorporation spend as much money on it,as they do - is to protect the 
market position of established firms by erecting formidable barriers to 
entry." 92/ 


E. Competition and co-operation 

190. Competition and co-operation among the TTCs are not mutually exclusive. 
Competition takes the form of the struggle‘for larger market shares, whereas 
there is active co-operation,' not only in the swapping of trademarks but also 
in' other areas. Co-operation becomes immediately apparent if any new forces 
attempt to penetrate the outer defences, of their perimeter. This was brought 
out in the 1930s anti-trust suits in the-United States against certain members 
of the United States oligopoly who welded their forces together to keep out 
potential entrants. In addition, there are equally powerful forces which any 
potential entrant must be prepared to overcome, one of which is directly germane 
to advertising. It is here that brand loyalties and advertising assume their 
basic importance and impinge directly on pricing policy. 


191 • Any potential candidate wishing to annex a market slice of the oligopoly 
must do two: things: he must have an expanding base to mount an offensive against 
one of the world’s most highly capitalized and capital-intensive industries, 
i.e. he must be underpinned by finance capital; second, even if he surmounts 
this barrier he will be confronted with the task of detaching the already moulded 
consumer from existing brand loyalties and the necessity of creating new brand 
loyalties by recourse to the massive deployment of advertising technology. 


92/ Alfred S. Fichner, The Megacorp andi Oligopoly: Micro-Foundations and 
Macro-Ifrnaiiiics t; Cambridge University Press, . 197-6, pp. 263-284. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Table 2?A' 

Structure of ownership of advertising agencies 1 billings 


Group of countries 

Agencies. 

Agencies 

jm 

Foreign 

Jo int j 
ventures 

National 



ggglB 

197,4 

(percentage) 

1975 

(percent^ 


Developed' countries cxcl. USA 
Developed^ countries incl. USA 
Developing countries 

Total (incl. USA) 

40.9' 

7.0 

62.1 

7.4 

3.2 

6.3 

■n 

■ 

ESS 

42.1 
IS.6 
62.2 

7.1 

3.1 
6.7 

50.3 

73.5 

31.1 

19.5 i 1 5.3 

77.2 

■ 

20.4: 

wm 



Source; UNCTAD secretariat estimates on the basis of information in Advertising 
Age , 29 March 1976 (see TD/b/C.6/AC.3/3, op. cit . f table 16). Foreign agencies 
v/ere considered those in which foreign participation was higher than 50 P er cent, 
while joint ventures were considered' those in which there was a minority foreign 
participation. National agencies were those 100 per cent in local hands. 


Table 27B 

Structure of ownership control in selected countries 
(percentages) 


Country 1 

Foreign 

Joint Ventures 

National 

Developed' market-economy countries 




United States 

- 

- 


United Kingdom 

69.3 

A.B 

25-4 

Federal Republic of Germany 

64 .S' 

lH. 7 

23.5 

Switzerland 

39.5 

12.1 

4P*4 

Japan 

4.2 

1.0 

94.7 

Developing countries 




Dominican Republic 

100.0 

- 

- 

Ghana 

100.0 

- 

- 

Guatemala' 

100.0 

- 

- 

Honduras 

100.0' 

- 

- 

Indonesia 

100.0 

- 

- 

Lebanon 

100.0 

- 

- 

Morocco 

100.0 1 

- 

- 

Peru 

100.0 

- 

- 

Sri Lanka 

100.0 

- 

- 

Uruguay 

100.0 

- 

- 

Mexico 

62.0 

5.3- 

32.2 

Thailand 

04.9 

15.1 

- 

Venezuela 

75.0 

25.0 

- 

Malaysia 

94-1 

- 

5*9 

Pakistan 

1- 

6 a .9 

“ 

31.1 


Source : UKCTjJ) secretariat estimates, based on data in Advertising Age , 29 March 197,6* 
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ujs 






















TD/b/C. 1/203 
page 85; 


192. Were any developing, countries to generate an independent export capability 
they would encounter fierce resistance. In the words of a leading trade 
journal: ’ "Importers simply cannot match the promotional and advertising muscle 
of the fat cats.’ 95 / Imports from the developing countries which may occur in 
the strongholds of traditional TTC markets are, at best., casual. Beyond a 
threshold of tolerance they will be hindered by the TTCs through the marketing, 
and' distribution chain and the sheer technology of the industry. The power 
exercised over the franchises are pointers in this direction. 

F. Low market turnover 


193- Another crucial factor is that imported cigarettes in any market where the 
TTCs are already entrenched have too low a market turnover - notwithstanding 
profit margins on them which, under certain conditions, could be high. 

Elimination of unwanted brands will also be speeded up by the more widespread 
use of vending machines.. 94/ Because these machines operate on the principle of 
selectivity - 10, 15 ' or 20 columns - and since one leading brand could have 
several variants, selection'will be made according to markups and turnover, which 
is once again an exclusive function' of manipulatory techniques. 

G. Machinery for the tobacco industry 

194. The industry producing machinery required for leaf tobacco processing andi 
manufacture is a capital-intensive, export-oriented one, comprising three major 
transnationals (Mclins, Hauni, American Machine and Foundry (MF)) and one smaller 
one (Arenco-Decoufle of France) 1 ., 95/ Moline, a partially-owned corporation of 
BAT and Imperial, is the world's leader, producing almost all packaging machinery 
and: automatic handling equipment entering into international trade and more 
than' 60 per cent of cigarette-making machinery. In primary equipment, its 
competitors Hauni (Federal Republic of Germany) and AMF (Federal Republic of 
Germany) jointly share about 60 per cent of the world market. 


See R. Marin, (editor of the US Tobacco Journal ) "Any Scope in the 
US for Imported Cigarettes?", in World Tobacco , September-October 1973* 

94/ Cigarette vending machines are particularly widespread in the 
Federal Republic of Germany, where they account for about 45 per cent of total 
sales. The marketing implications of this have recently been spelt out by 
World Tobacco (April 1977), when it reported that "the number of vending machines 
which handle this trade total some 800,000. Since in these machines the average 
number of columns is about ten, it follows that the cigarette business has about 
8 million vending machine columns at its service. How great an influence the 
cigarette vending machines can exercise is clear from the fact that, of the 
approximately 210 brands offered on the market, only about 10 per cent of these 
brands are available in machines installed in averagely-frequented places". 

Thus, once again, it can be seen that invariably every technical advance tends 
to enhance the power of economic concentration* The vital role of advertising 
in the selection of the 10 per cent of brands in; this example is self-evident. Cl 

Arenco-Decoufle is a wholly-owned subsidiary of the Swedish Match ^ 

Company. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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195* There are four major segments of the tobacco machinery industry: 

(1) Machinery for the preliminary processing of tobacco leaf so as to make 
the leaf pliable by boosting its moisture content; 

(2) Machinery for the manufacture and processing of pipe and cigarette 
tobacco, consisting of: 

- stemming (or stripping v machines and threshing machines;; 

- stem crushing machines; 

- blending plant machines; 

- cutting machines; 

- drying and cooling plant machines;, 

- spinning machines; 

( 3 ) Cigarette-making machines, which are the most crucial in value terms, 
and cigarette ripping or splitting machines used to recover tobacco 
in' rejected cigarettes; 

( 4 ) Packing, parcelling and packaging machinery", consisting of: 

- cigarette packing machines;:; 

- parcelling machines and boxing attachments;, 

- wrapping machines; 

- tobacco packing machines. 

196. Symptomatic of the tobacco manufacturing industry*s highly capital-intensive 
nature are the striking advances in productivity in Sweden over the last 
60 years, as shown in table 28. 


Table 28 

Sweden: Labour force and productivity in the 
cigarette industry, 1916-1976 


Year 


Number of workers in 
cigarette production 


Output per worker 
(l 000 1 pcs.) : 


Index 

(1916 = 100) 


Index 

(1916 = 100) 


1916 

641 

100 

n 098 

100 

,1940 

464 

72 

4 640 

423 

' 1950 

448 

70 

6 672 

790 

I960 

447 

70 

14 iei 

1 292 

s 1970 

395 

62 

22 722 

2 069 

1976 

491 

75 

23 447 

2 135 


Source: Trade sources. 
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197. With a general movement towards increasing automation, it is not surprising 
that the labour force in the tobacco manufacturing industry in the OECD countries, 
in both absolute and relative terms, is now significantly lower than at the 
beginning of the sntury and will decline still further in J 'ie coming decade. 

198. The discussion which follows on the marketing and costing of tobacco 
machinery is confined exclusively to the Mol ins company, primarily not because 
it was, and remains, the technological and sales pacesetter in the industry, 

but because of considerations of data availability. Even this data is not very 
recent, being derived from the United Kingdom Monopolies Commission',; which 
investigated Imperial and Molins with respect to restrictive practices in 1951. 

199- Molins 1 pricing policy for new machine types at the time of the Monopolies. 
Commission' investigation was based on setting a provisional price derived from 
the estimated cost plus a markup of 50 per cent. If the piece of machinery 
was an exclusive design or contained a novelty, a royalty might be added. 

20C. In general, it would appear from Molins 1 evidence to the Monopolies 
Commission that the determinant of pricing policy lay in the quality of its 
machines, the after-sales service, and savings which tobacco manufacturers might 
expect to derive from the introduction of a particular machine. In Molins' 
view, price determination is largely a matter of arriving at a reliable estimate 
of cost and deciding the level of profit “that is considered necessary to operate”. 
In other words, while the markup norm remains 5^ per cent, there is a sales 
flexibility related to competitive forces in the world market and the economies 
of scale to be realized from the purchase of Molins machinery. M/ 

2C1. It should be emphasized that,, in general the pricing and sales policy 
approach does not appear to vary much among members of the tobacco machinery 
oligopoly. Further, while changes have undoubtedly been introduced since the 
official enquiries into sales, costs, profit and capital structures of Imperial 
and Molins, the underlying marketing strategies remain basically unaltered. 


96/ The considerations taken into account by Molins include "the economic 
value of the machine to the user, the market for the machines, the existence of 
competitive machines and the quantity of a particular order” (Monopolies 
Commission, op. cit .. p. 158). 


Source: https://www.industrydocuments.ucsf.edu/docs/nxNOOOO 
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Chapter IV 

PRICING ilND MAE'FTING OF LEAF TOBACCO 
A, Transnational buyers 

20?. Seme 85-90 per cent of leaf tobacco that enters into international trade 
is under the direct or indirect control of approximately six transnational leaf 
buyers - Universal Leaf, Transcontinental Leaf Tobacco Company (a subsidiary 
of the Standard Group):, Debrill Brothers and the fully-owned BAT subsidiary, the 
Export Leaf Tobacco Co. with its regional extensions, the Imperial Tobacco Leaf 
subsidiaries, Kulenksmpff and A.C. Monk o.nu ;■ . 

2GJ. The Universal Leaf Tobacco Co.97/ is the world’s largest leaf dealer and 
processor, with annual tobacco revenues of almost £700: million, retained 
earnings; of £110 million and a labour force of 12,500. There is no clear 
demarcation of national and international markets between the specialized 
oligopolistic leaf buyers and processors and members of the manufacturing 
oligopoly. 

?04 ! . Although most TTCs have their own leaf subsidiaries, these are not geared 
exclusively to meeting their internal requirements. This marketing practice, 
inaugurated almost a century ago by the American Tobacco Co., still prevails, 
although there is no uniformity. Philip Morris, for example, one of the biggest 
TTCs, does not have a leaf purchasing subsidiary but buys leaf in the 
United States and abroad through specialized dealers. 

2C5. The extent of buyers* concentration can be gauged from the estimated flue*- 
cured and burley tobacco purchased in 1976 by selected companies at the 
United States auction system, the world’s largest: Universal Leaf* 25 per cent; 
Export Leaf* 18 to 2C per cent; R.J. Reynolds: 18: to 20 per cent; Debrill 
Brothers: 15 per cent and A.C. Monk: around 10 per cent. 

206. BAT’s leaf subsidiary accounts for around SO 1 per cent of Brazil’s tobacco 
exports.98/ In Malawi three transnational dealer-processors make 90' to 95 per 
cent of total tobacco purchases. Three leaf-purchasing companies also account 
for about 90 to 95 per cent of Rhodesian and Zambian tobacco purchases. In 
Canada, another major world exporter, three foreign TTCs control over nine- 
tenths of domestic and foreign sales* British Leaf Tobacco Co. (the leaf 
subsidiary of Imperial), Universal Leaf and Debrill Brothers.99/ In Turkey, 

where a State monopoly exists, around 4? per cent is marketed by the major leaf 
companies in normal trading years. 


21 / See the company's Annual Report . 197,6 and SEC Form 10-X. 

2§/ In 1975t BAT was the exclusive buyer of Kenya's leaf tobacco, and 
the exclusive cigarette producer. 

22/ Debrill Brothers hs.s now diversified into manufacturing non-tobacco 
commodities. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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207. Increasingly, the TTCs (primarily BAT and Imperial, who were from their 
inception leaf dealers) have moved into buying and processing. As with every 
facet of the w -rid tobacco economy, leaf tobacco marketing and distribution has 
become, in recent years, increasingly rationalized and concentrated on a global 
basis. What should be highlighted is the unbalanced power relationship at 
both the national and the global level between transnational leaf buyers and 
domestic growers. ICO/ The leverage of the former is a determinant in the 
shaping of pricing policies. 

B. Universal Leaf: market orientation 

208. Universal Leaf f s functions include buying, packing, processing, storing and 
financing leaf tobaccc in all tobacco-growing countries for the account of, 

and resale to* tobacco manufacturers throughout the world. It is also a 
conglomerate with an increasingly diversified industrial base. The Overton Co., 
a division of the K.Iu Edwards Leaf Tobacco Co. , is a majority-owned subsidiary 
of Universal, with revenues originating in the manufacture of containers for the 
tobacco industry end kitchen cabinets. Through 1 another wholly-owned 
manufacturing subsidiary, Inta-Rota, it designs and builds industrial equipment 
for packaging. Another division of that subsidiary manufactures engraved steel 
cylinders used for automobile seat covers, imitation leather and vinyl coverings, 
and produces cylinders for reto-gravurc presses. Yet another subsidiary is 
involved in real estate. Universal Leaf has followed the analogous patterns of 
diversification of the TTCs, albeit on a more modest scale. 

209* Its revenues are derived from four sources: sales of processed tobacco; 
fees and commissions for specific services, i.e* purchase, packing, shipping, 
processing, storing, financing end other services; sales of tobacco containers; 
reimbursement for the purchase price that the company pays for green tobacco 
on 1 the warehouse floors upon specific orders of its clients, as explained in 
the following paragraph. 

210. The marketing mechanism is that leaf tobacco is purchased provisionally 
packed In hogsheads and transported directly to the manufacturer in the same 
condition in which it is received from the farmer. The company is reimbursed for 
the green purchase price of the tobacco and is paid a fee for. the specific 
services rendered. Its marketing technique consists in the selection and 
purchase of leaf tobacco when corporate marketing strategy dictates that future 
demand will justify such purchases or when it envisages that such purchases and 
subsequent resale will be profitable. 


100/ Size of holdings is best revealed by data for Brazil. The highest 
crop concentration is located in Santa Cruz do Sul (48 per cent of total output 
and 49 per cent of the cultivated area). Generally, the land belongs to 
the grower. The average size of the grower* s family is five poro me with average 
holdings amounting to 1.5 ha. per family, rising in extreme cases to 5.7 ha. 
(Brazilian Bulletin , January 1975). 
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211. Major leaf buyers have been able, la part, tc consolidate their marketing 
position as a result of ? spat r recent technological innovations which were 

a response tc rising costs. As a highly perishable commodity, undried tobacco; 
normally has to> be pr '.cessed! in an area contiguous to the place of cultivation 
and marketing. Redrying is preceded by a quality improvement process involving 
regrading, elimination cf superfluous leaved*&cil and ether foreign matter, as 
veil as ran oval of the undesirable section the main stem, This in turn 
necessitates a ccmplex thrcashing and separation process operated electronically, 
in the flue-curod industry innovations assumed the form cf extended harvest 
mechanization, expanded untied leaf sales, and : output of homogenized tobacco^ 
sheet from tobacco- stems. 

212. These technical innovations have altered the cost and profit structure of thc- 
doaler-process or firms. Growth; of untied leaf sales and harvest mechanization! 
have led to a drastic shift in processing technology also. As recently as I 965 
more than 75 per cent cf the flue-cured tobacco crcp was tied in bundles fer 
marketing. Three years later bundles accounted for only 1 per cent of farmer's 
flue-cured tobacco marketings. In ether major tobacco' exporting countries this 
technical breakthrough hc3 been emulated although, with the 1 exception of Canada, 
it has not yet reached the same technical sophistication as in the United States. 

213. The profitability- of the transnational processors has been enhanced by the 
output of homogenized sheet frnm tcbacc stems, which earlier ha.cl an insignificant 
ccmmercial value. Although stems still have a low market, value compared 1 with 
the leaf lamina, it is now technically feasible to process and market the product. 
V'hr.t remains tc be done is tc narrow the tobacco quality gap between the stem and; 
The leaf lamina. Given the nature cf the marketing chain, the gains of these 
technical innovations have redounded to the large dealer-processors* 

I). Marketing agents 

214* Marketing of leaf tcbacc o by the xr'nsnr.tionr.l dealer-processor 
is carried out through foreign commission agents and : a sales force who are in 
permanent contact with domestic and foreign customers. Risks attendant cn 
foreign sales and services are negligible, because most customers axe established 
oligopolies, and all sales arc essentially made in United States dollars, with 
the exception of Canada, where thc-y are made in Canadian dollars, while purchases 
arc either in United States dollars or ini relatively weak currencies ef 
developing countries. 

215. Because of the size of the manufacturing oligopoly, sales are confined to a 
very restricted circle cf buyers. 'flic bulk of the revenues of the transnational 
processors originate abroad* In the case nf Debrill Brothers, around 72 per cent 
of its consolidated revenues emanated from foreign sales and services, a figure 
which is exceeded only by the leaf subsidiaries of Imperial and BAT. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Table 29 

Subsidiaries of Universal Leaf Tobacco Go., 



Subsidiary 

Per cent of 
ownership. 

Location 

1 . 

Continental Leaf Tobacco 

100.0 

South Africa 

2. 

Limbe Leaf Tobacco Co. 

50.7 

Malawi 


- Bokke Ltd. (Linbe) 

100.0 

Malawi 


- Lytton Tobacco Co. 

100.0 

Malawi 


- Glebe Tobaccc Co. 

100; 0‘ 

Malawi 

! 

- J.F. Stevens Tobacco- Co. 

100.0 

Malawi 


- Warehousing Co. 

100.0 

Malawi 

3. 

Seta 

50.0 

Angela 

4. 

Tanzania Leaf Tcbaccc Co. 

100.0 

United Republic 
of Tanzania 

5 - 

Zambia Leaf Tobacco Co. 

100.0 

Zambia 

6. 

Rhodesia Leaf Tobacco Cc. 

82.1 

Southern^ Rhodesia 


- Buni Hills Hctel 

100.0 

" Rhodesia 


- Lytton Tobacc.' Co. 

100.0 

" Rhodesia 


- R.V\ Ncaks (pvt) 

100,0 

" Rhodesia 


- Warwick House (pvt) 

100.0 

11 Rhodesia 


- Vensleydale Estate 

| 10C.C 

M Rhodesia 


- Bokkc -Rhodesia) 

; 89.0 

” Rhodesia 


- (a) Quality boxes 

100.0 

11 Rhodesia 


- Dixie Furnishers 

i 49.0 

” Rhodesia 


(a) Dixie Furnishers 
(Bulawayo) 

■ 100.0 

; " Rhodesia 


(h) Dixie Furnishers (Gw:elo) : 

100.0 

" Rhodesia , 


(c) Dixie Furnishers (Utr.li) 

i 100.0 

n Rhodesia 


Source : Universal Leaf , SEC 10—17 Fcim , 1976, 


220. In its official report to the SEG, Universal noted that "due to the 
United Nations sanctions imposed in December 1966 supported by the United States, 
as well as the Rhodesian Secrecy Law, current earnings and equity information 
for the Rhodesian affiliated company are not available". 105/ It is legally 
spurious, however, to couple United Nations sanctions with the Rhodesian Secrecy 
Lav: in exploration of the total dearth of such information, for there are no 
specific previsions of the United Nations sanctions that forbid the publication 
of such data. Rather, the exercise of censorship in Southern Rhodesia presents 
an ideal opportunity for concealment of data and of market operations. It 
should, of course, be emphasized that, even prior to sanctions, such information, 
in Southern Rhodesia (and other dependent territories) had seldom been made 
public, save in a highly truncated form, a situation, which still prevails in 
third-world countries. 


mf- Op.cit .. p»7. 
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221• Non-discicsurc of information on their global operations is- an inherent 
feature of the TTCs. Once agri.n, it has only been due to the federal agencies 
of the United states such as the SEC and the Federal Trade Commission, combined 
with illuminating Congressional hearings, that evidence ^f market manipulation has 
surfaced, As a result, mere information has emerged which gives a deeper 
insight into the-workings of the TTCs, but it is far from adequate for a global 
understanding of the ramifications of conglomerate marketing strategy. 

222* V. r ith few exceptions, developing countries have not made detailed official 
enquiries into the scale of operations and profitability of the transnational 
leaf processors and their pricing policies. None of these countries has 
studied the intricate patterns of the TTCs* global marketing practices as they 
impinge on their national economic interests. Moreover, there are few legal 
and accounting mechanisms- of control that could Head to effective legal action 
against the TTCs in the event of economic misconduct. 106/ 

223. decently, leaf tobacco purchases by cigarette manufacturers, exporters 
and intermediaries in the Philippines have highlighted the marketing techniques 
and pricing policies employed- in price manipulation, affecting the incomes of 
6C ,00C farmers in that country. In evidence given to an official enquiry the 
Director of the Philippine Tobacco Board declared that the buyers conspired to 
delay the purchase of tobacco, thus forcing the producers to- sell at lower 
prices. In addition to reducing the price paid for leaf tobacco, the buyers 
failed to register their leaf purchases in order to evade taxes, causing an 
estimated tax loss of about 15 million pesos (UGf 2.15 million) in 1976. 10?/ 

224:. This marketing technique demonstrated that exporters and manufacturers did: 
not allocate funds t.c. buyer-intermediaries until the: purchase price corresponded 
to their own pro-determined pricing strategies. The upshot of such marketing 
techniques and pricing policies, according to the inquiry, was that apart fretn 


1C6/ Pursuant tr. Conference roccTution 96 (iiV), section III, negotiations 
are in progress in UNCTAD on a set of multilfetcrally agreed equitable principles 
and rules for the control of restrictive business practices having adverse 
effects on' international trade, particularly that of developing countries. These 
negotiations cover, inter alia , the supply of information, particularly by 
developed, countries, on restrictive business practices and the elaboration of a 
model law or laws onrestrictive business practices. See in this connexion the 
report of the Third Ad hoc Group of Experts on. Restrictive Business Practices on 
its fourth session, held at Geneva frert ?8 March to 7 April 1970 (TD/B/C.?/AC.6/13) 
The Group is to hold a further session in July 1978, and ! the reports on its third, 
fourth and fifth sessions will be considered by the Trade and Development Board 
at its eighteenth session, in Augus i/Septsnber 1978, thereby enabling the Board 
to take appropriate action concerning institutional arrangements for the 
negotiation ef r. set cf multilaterally agreed principles and rules. 


222/. '' Fl ' ai ' ”>y investigation I found out that the cigarette manufacturers 
and the middlemen connived to delay the tobacco-buying operations until the 
tobacco farmers practically begged the tobacco traders to buy their produce at very 
* •° nc tcchnit 3 uc UE ' jd 'by thc operator-buyers is the 'Close and Open 
Mevhod wherein the operators close their warehouses when the tobacco prices are 
high, and open than when prices axe low. Vith this price manipulation method, the 
farmera have no place to soil their cropw The operators then 'swallow* the 
farmers'produce at ridiculously low prices" (Tobacco Reporter. 31 November 19761. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 


2010052362 




TD/3/G.1/205 
pa^e 94 


depriving, tobacco growers of stec 150'million pesos (US£ : ?1.5 million ), the buyers 
also defrauded the Government by issuing receipts indicating payments made- for 
the purchased t bacco at prices sot by the Government, i.-. a padding of 
1G0 per cent on the average. Few such enquiries of extortionate pricing policies 
have cane' to light in the developing -world although in this realm United States 
precedents and experience remain invaluable'. 108/ 

E. Anti-trust actions 

2?5« At present two anti-trust actions in the United States have been filed 
against the leaf tobacco majors and the TTCs by approximately 4P0',000 burl ey 
tobacco gravers and approximately 11,000 South Carolina flue-cured tobaccc 
growers. In both cf these legal actions it is alleged, among other things, 
that the leading manufacturers and leaf dealers acted m collusion tc fix prices 
at which leaf tobacco is marketed. 


?26. The: suit filed on 28 July 1974 is against six major manufacturers and a 
subsidiary of Universal, These include American Brands, Brown and Williamson 
(BAT), Liggett sndi Myers (ihipert/Rembrandt Group) , F. Lorillard (Loews), Philip' 
Morris, R.J. Reynolds and- the Southwestern Tobacco Co., a wholly owned subsidiary 
of Universal Leaf. The suit alleges violation of United States anti-trust laws 
and seeks damages te the tunc cf C2.1 billion. The second suit, filing action 
against eight major cigarette manufacturers and six leaf tobacco dealers, seeks 
damages amounting to $335 million. 

F. The' auction system 

2?7. The auction system, as it has developed in the United States over the last 
century, has became one of the vital marketing agencic-s in the world tobacco 
economy. Besides the United States,; It is used in Canada and southern Africa, 
where growers sell leaf tobacco, through the loose auction market, or through 
co-operative marketing, agencies. More ':han nine-tenths of all tobacco'produced 
In North America is marketed through' auctions. 

228. In Canada, the Ontario flue-cured tobacco crop is sold by the Butch Auction 
Clock Method, which is a mechanical device with the deck going in reverse from 
the highest figure down to the selling price. Auction markets for flue—cured 
tobacco in the United States usually open in the second week of July in Florida 
and then progressively move north-east towards the latter part of November. The 
burley tobacco markets open towards the end of November and terminate towards 
the middle of February. 


108/ Sec, for example, United States v. American Tobacco Cempany , 

191F 371-431, and' United States v. American Tobacco Company et» al. Record on 
Appeal (Docket No.9137913?)» 6th Circuit, 1944. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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tull: of tobacco is therefore purchased’, by the dealer-processors; during 
an eight-month: period running; fro™ July to February, and their processing plants 
operate seven to nine* months during the; year. For all major leaf ouyers during 
the period fra' July t-c December inven" ries of redried t baccc and trade 
accounts receivable normally reach pea 1 : levels in successive stages. 

230. Current liabilities (notably for short-term notes payable to banks): used: to 
finance normal seasonal expansion of current assets, generally attain their peak 
during this period. The upshot is that, for the large dealer-processors, whose 
fiscal year ends in May-June, the itsns of the working capital of the firm' do not 
reflect seasonal increases, due to extensive short-term borrowings. 

?3'1 • On: the selling side there are a. very large number cf growers, but the buyers, 
for reasons already indicated, can reasonably be designated as oligopolistic. 109/ 


232. The grower receives payment immediately from the warehouseman, with selling; 
charges deducted. Institutional buyers usually pay for warehousing services 
within a few days. Selling charges fluctuate by types cf tobacco, ranging from 
3 to 6 per cent of the value* 


235* Immediately following the sale, the buyer removes the tobacco from the ware¬ 
house to the nocking house, or redrying plants, where it is redried, sorted' and 
packed in hogsheads for shipment or storage. Almost all the tobacco bought by 
large manufacturers is transported to their own warehouses for storage and maturation. 
Normally, manufacturers would have a 16-18 months supply, cr sometimes a supply 
of'two to three years. The inventory-warehousing charges for the companies are 
an important segment cf their marketing and distribution! costs. 

234;. In the- United States, government price support is offered fer all types cf 
tobacco sold ?t auctions, whore growers have approved marketing quotas. Fer each 
grade of tobacco a price support level is fixed. If the buyer 1 s bidding, price 
cn any basket is net mcr^ than the Government loan rate for the grade, the grower 
may accept the lean rate. If he does, he is' pal'd in' the normal v;ay by the 
warehouseman, vno is in turn reimbursed by the applicable co-operative association 
receiving the tobacco under loans. 


109 / See the: following works which attempt tc evaluate the competitive 
conduct of buyers: E.L. Jackson, Tile Pricing cf Cigarette Tobacco ', University 
of Florida Press, 1955; B.B. Tennant, The American Cigarette Industry . Yale 
University Press, 1950 and W.H. Nicholls, op.cit .; United States Department 
of Agriculture, Tobacco in the United States: Production, marketing , 
manufacturing, exports . Washington D.C., 1973. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Chapter V 


OUTPUT, TRADE AND PREFERENTIAL STRUCTURES 


A. Production trends 

235- Leaf tobacco is now grown in all countries, with the exception of those in 
northern Europe* The history of Japan shows how, with the advent of new strains, 
a country with formerly limited production can become self-sufficient in tobacco 
leaf to a large extent. At present producing 65-70 per cent of its leaf 
requirements, Japan could become completely self-sufficient were it not for a 
limited arable area and the need to strike a balance in land use between food and 
other agricultural output. Despite progress in mechanization, world output of 
tobacco leaf remains overwhelmingly labour intensive. Five countries (China, 
the United States, India, the USSR and Brazil) together account for about three- 
fifths of world output. 

236. About a quarter of leaf tobacco produced enters into international trade, 

valued at $2.1 million in 1974, or 1.5 per cent cf world exports of goods and 
services in' that year. If tobacco manufactures are included, the export value 
would rise to about 83-5 billion, or 2.5. per cent of world trade. 110/ Around 

55 per cent of leaf tobacco exports originate ini developing countries. Ill/ 

However, their share in world exports of manufactured tobacco is very small. 112/ 

237. Table 30 sets out the average value of leaf tobacco exports in 1971-1974 by 
the major exporting countries and its relationship to GNP and to total exports. 
Apart frocii the United States and Canada, tobacco leaf exports are especially 
important fer the external sector of the economy in Malawi, Turkey and Greece and, 
to a lesser extent, in Bulgaria, India, the Philippines and Brazil. Only in the 
case of Malawi (7-8 per cent) do leaf tobacco exports, as a share of GNP, exceed 

1 per cent. 


110/ UNCTAD secretariat estimates, based on United Nations and PAO 
statistics, and Commonwealth Secretariat estimates in Tobacco - GATT Multinational 
Trade Negotiations . London, December 1975. 

m/ Source : FAO statistical' yearbooks. 

112/ The most.significant trade in cigarettes between a developed and a 
developing, country is constituted by India’s exports to the USSR, which are made 
by a wholly Indian company, the Navabharat Tobacco Company. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxNOOOO 
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Importance of the leaf tobacco industry in major 
exporting countries, 1971-74 ! 


Country 

i GNP 

per capita 

Export of leaf tobacco 1971-74 

— 

! 

Average annual 
value 

As proportion of 

in 1975 

Total 

exports 

GNP 


(*■): 

($ million) 

(Per cent) 

United States 

6 640 

655.9 

1.0 

0'.05 

Canada 

6 030 

59-9 

i 0.3 

0.05 

Greece 

1 97,0 

112.1 

8.9 

0.74 

Bulgaria 

1 770 

86.2 

3.0 

u. 73 

Brazil 

900 

60.5 

1.2 

0.09 

Turkey 

690 

159-6 

12.7 

0.68 

Zambia 

480 

6.0 

0.6 

0.31 

Philippines 

310' 

21.8 

1.5 

1 0.20 

India 

130 

75-9 

2.6 

0.11 

Malawi 

130' 

59.S 

42.8 

7.80 

World 

1 064 

1 

l 799.4 

0.4 

0.04 


Sources; Computed from date.' in FAO, Trade Yearbook ,, various issues; 

United' Nations Monthly Bulletin of Statistics ;; OECD, Main' Economic 

Indicators . 

233. Output i S# as may be expected, less concentrated on a country basis than is 
trade. However, four countries - China', the: United States, USSR and India - 
account for about half of total world output by volume:. together they have an 
estimated 1.4 million ha. under cultivation with average yields of 1,500 kg. 
per ha. (Details by country are shown in table 30) In other countries yields 
are reckoned 1 to be roughly 700 kg. per ha., although there are substantial 
disparities in countries where production is relatively highly mechanized. In 
Japan' and several Western European countries, yields in excess of 2,700 kg, per ha. 
have been> recorded. The organization of leaf tobacco production is still labour 
intensive, with the bulk of output generated by small scale peasant faming and 
share cropping. Around 13 million peasants and small farmers, on a conservative 
estimate, are employed, or self-employed, in the growing of leaf tobacco. 

239. The shift to flue-cured leaf is also seen in many developing countries, 

(see charts XVIII and XIX end table 32) although in certain African countries 
ecological problems have been a deterrent to a swifter transition. Upgrading 
flue-cured varieties in the peripheral economics to meet exacting international 
norms still has a long way to go, and present regulatory measures on pesticides 
may also inhibit market access from the* periphery to the EEC. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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China 

Japan 

Pakistan 

Others 


Chart XVII 

DISTRIBUTION OF WORLD OUTPUT OF TOBACCO 
BY MAJOR PRODUCERS AND MAJOR TYPES, 1973 


USA 26% 

China 31% 
Canada 5% 
Japan 7% 
Others 31 % 


50% 

18% 

7% 

25% 


USSR 

29% 

Turkey 

26% 

Bulgaria 

15% 

Greece 

11% 

Others 

19% 



SOURCE : Trade sources 


USA 55% 

Italy 7% 

Others 38% 


India 23% 

China 10% 

Brazil 8% 1 

Indonesia 6% 
Others 53%. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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TAble >1 

Output and yields of leaf tobacco in selected countries, 1974 


Country a/ 

Area (COO ha.) 

Output (000 nt) 

Yield' Kg/lia. 

Yield 

(Japan = 100) 

Jkpan 

55.7 

151.4 • 

2 720 

100 

United States 35-7• 3 

090.3 

2 292 i 

S5 

USSR 

106.0 

300.0 1 

1 656 

61 

China 

774.2 

1 009.3 

1 304 

43 

Brazil 

: 202.3 

217.5 

1 075' 

40' 

Bulgaria 

134.0 

140.0' 

1 045' 

33 

India' 

446.4 

441.4 

909' 

36' 

Greece 

06.2 

00.9 

933 

54 

Philippines 

105.2 

"c. c 1 

' - j 

746 

27 

Thailand 

108.1 

54.0 1 

500 

is. 

Turkey 

360.2 

175.2 

40 6 

13 


Sources : Estimates of the India Tobacco Board, Japan Tobacco and Salt Public 
Corporation, the Comiaonwealth Secretariat and FAQ, Production Yearbook . 


bJ In descending order of yield per hectare. 


Table 52 

Distribution of marketed world output ox tobacco by major types 

(per cent) 


j Leaf type 

Late 1950s 

Early 1950s 

Early 1960s 

Mid-1970s 

Flue-cured 

21 

51 

33 

41 

Oriental 

15 

15 

15 

19 

Dark air-cured 

3 : 

25 

20 

16 

Light air-cured (Burley) 

10 

14 

10 

10 

Dark sun-cured 

15 

11 

11 

9 

Other light sun-cured 

5 

5 

4 

4: 

Fire-cured 

•*. 

3 

2 

1 

Total 

100 

100' 

100 

100 


Source: Trade sources 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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B. Consumption trends 

240 V World cigarette output is a good indicator of"world demand for leaf tobacco 
since more than four-fifth:- of world consumption of tobacco is in the form of 
cigarettes. Over the past 60 years, and. more especially since 1950, there have 
been rapid changes in tobacco consumption, which can 1 best be demonstrated from; the 
wealth of American data. In 1900, cigarettes in the United States accounted for 
3*4 per cent of leaf tobacco' consumed, 4*1 per cent of the sales value of tobacco 
production, and around 6.7 per cent of tax-revenue from tobacco products. 11 3/ 

By the mid-1970s, the corresponding shares were respectively about 90 t 91 
97 per cent. II 4 / In that same period cigarettes in the United States accounted 
for 92.5 per cent of tobacco consumption, cigars for 4*3 P er cent; and snuff, 
chewing and smoking tobacco for the remainder. At a retail level of 515 billion, 
aggregate tobacco consumption amounted to> 1.5 ! per cent, of United States disposable 
consumer income. 

241 . So far, the cigarette industry has proved almost recession-proof, as shown by 
its systematic per capita growth of consumption in: both the developed and the 
developing countries over the last decades. Table 33 below shows per capita 
consumption in selected countries for the period 1920-1973• The growth, of 
consumption in certain developed market-economy countries, however, shows: signs of 
tapering off, and consumption per capita is likely to be stabilized at around 
4,000-4,500 cigarettes per year by the mid-1960s. 

242. Bata for the United States for output of cigarettes;,, cigars and other 

r.anufactured products show that over the almost 100 years from 1883 to; 1975 output 
of cigars grew by a compound rate of 0.9 por cent per annum, and; of cigarettes by 
7.8 per cent. 

243 . As shown: in table 34:, world cigarette output grew by 3.5 per cent annually 
from I 965 -I 969 to 1975 , with relatively slow growth in Nbrth America. The fastest 
growing, world producing/consuming regions are ossertially the developing ones. 

Owing to the relatively low level of per capita consumption in these regions, the 
gap: that separate them from the developed market-economy countries is still large 
and underlines the vast mark't potential for the tobacco oligopoly. Brazil, where 
the growth of cigarette output was around G ! per cent annually, illustrates this 
enormous potential. 


ny R.B. Tennant ’’The Cigarette Industry 1 ’ in W. Adams (Ed.), The Structure 
of American Industry , 4th ed., New York, 1972. 

114/ Infomation from trade sources. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Table 55 

Per capita consumption of cigarettes in selected countries, 1920-1973 

(Number cf pieces) 


Country 

1920 

1930 

l'940; 

1 

-930 

i960 

i 197,0 

1973 

United States 

610: 

1 370: 

1 820: 

3 

240 

3 

7,30 

3 630 

3 850a/ 

Switzerland 

- 

5/0 

690 

1 

500 

! 2 

330 

3 47,0 

3 37© 

United Kingdom 

1 060 

1 300 

2 020 

2 

neo 

2 

76 0 

3 Q50 

3 230 

Canada 

430 

720 

920 

|1 

790 

2 

910 

3 340' 

. 3' 490 

Japan 

600 

75C 

1130 


220 

1 

eeO' 

2 810' 

3 240 

. Australia 

610 

610 

640 

1 

280 

2 

440' 

2 910 

3' 080 

New; Zealand 

640 

370 

750 

1 

420 

1 

930' 

2 610 

2' 900 

Germany, Fed. Rep. of 

620_ty 

660b/ 

920 b / 


630 

1 

650 

2 510: 

2' 610 

France 

- 

570 

610 


950 | 

1 

320 ■ 

li 830 

1 920: 

Brazil 

! 

600c/ 

03Od/ 

1 

140 

1 

393' 

1 320 

1 490 

India. 

_ 

_ ! 

- 


100 


150 

190 

170 

Malawi 

1' 

1 

r 

- 


- 

j_ 

140 

160 

1 

200 


S ource : Tobacco Consumption in Various Countries , edited by P.N. Lee, 

Tobacco Research Council, London, 1975? 4th edition. 

a/ For persons over 18 the average in 1975-1975 was 4,130:. 
b/ Refers to the area, of Germany prior to: the Second World War. 

c/ 1935-1939 ^verage. 

d/ 1540-lS rr! average. 

244 ;. Ir. the developing countries, consumption is no longer largely met from 
traditional handicraft production. For example, in India today such production 
provides for only one*third of the domestic market, a figure which indicates the 
scope for machine output and marketing penetration by corporate 1 business;. 

2 *5. Countries with the biggest tobacco consumption are China, the United States, 
USSR, India, Japan, Federal Republic of Germany, the United Kingdom, France, 

Pakistan and Italy. Factors which mould tobacco consumption arc the addictive 
nature of the commodity, the stress of industrial life, the rising proportion 1 of 
adolescents; and adults in the t^tol population, growing emancipation of women related 
to erf lane cl employment opportunities, rising real income, variations in the price 
of tobacco products which, in turn ; hav-~' been conditioned by leaf and processing 
costs, manufacturers* margins, end mounting taxation. Tc these should be added 
consumer preferences moulded; by the mass medio,, government policies and the 
campaigns of private anti-smoking pressure groups. 

2h6. There lias been a differential 1 growth between leaf production and consumption, 
particularly as regards cigarettes. Average tvm leaf utilization per cigarette 


w 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 


010052371 



TD/B/c.1/205 

page 103 

L. UWt'M ‘.lgUrut'U n’llputJ, 1 l , 1973 

(mi 111 ir of pieces) 


Region and country 

Average 

I965-I469 

1971 

i 

1973 

1975 

(per cent) 

Annual growth rate 

1965/69 to 1975 

(per cent) 

World' 

H9H 

BI1E1II 

3 7,75 394 

10ft 

3.5 

North America 

613 639 

628 497 

709 460.' 

12 

1.8 

MSA. 

567 479 

576425 

651 200 

1.7 

Canada 

46 i6e 

52' -.72 

58 26( j 


3.0 

Latin America 

205 608 

240 367, 

295 67? 

8 

4.6 

Brazil 

65 486 

75 819 

115; 600 


7.4 

Mexico 

36 751 

44 120- 

45 000 


2.6 

Argentina 

26 200 

30 868 

38 570 


5.0' 

Cuba 

18 7?0 

22 300: 

24 000. 


3.2 

Colombia 

19 854 

20 592 

18 904 


-0.6 

Venezuela 

10 239 

12 239 

14 300 


4.3 

Western Europe 

530 650 

603 513 

677 708, 

18 

3.1 

United Kingdom 

136 353 

141 300 

157 769 


1.8 

Germany, Fed. Rep t of 

110 080 

130 368 

141 046 


3.1 

France 

61 365 

69 660 

87 402 


4.5 

Italy 

62 309 

67 067 

67 300 


1.0 

Spain 

34 566 

36 172 

39 118 


1.6 

Netherlands 

17 653 

25 665, 

33 616 


8.4 

Switzerland 

19 w 

30 955 

26 726 


4.0 

Belgium 

16 286 

ie 760 

25 415 


5.7 

Greece 

14 306 

17 387 

21 462 


5.2 

Au s t ria 

11 071 

13 020 

13 037 


2.1 

Socialist countries of 






iraisrey 

517 441 

6 1 5 588 

665 7,07, 

IT 

hi 

USSR 

296 200 

343 000 

367 300 

2.6 

Poland 

62 169 

77 182 

83 607 


3.8 

Bulgaria 

39 788, 

64 468 

71 400 


7.6 

Africa 

7,1 960 

91 925; 

121 248 

3 

6.7 

Egypt 

12 256 

13 600 

23 769 


8.6 

South Africa 

13 546 

1'6 884: 

21 451 


6.1 

Nigeria 

5 180 

8 900 

10,460 


9-1 

Kiddle East 

60 554 

74 477 

mWEWWI 

I 

*1 £ 

Asia 

644 877 

1 014 654 

1 172 010 

51 

CD 

4.2 r-» 

Japan 

189 645 

1 228 561 

292 a01 

“7 

5.6 0 

India 

57 257 

65 779 

60 000 


0,6 C/I 

Indonesia 

35 404 

34 529 

50 000 


5.2 

Riilippines 

33 060 

41 968 

46 990 


4.5 £ 

Pakistan , 

Other Asia^/ 

31 846 

21 890 

26 425 


-2.3 W 

407 600 

500 000 

554 500 


>•’ 

Oceania 

28 169 

34 697 

38 776 

1 . 

id 

Australia 

23 12? 

28 956 

31 777, 


4.1' 


Source : Couixited from data in US Department of ConDerce, Foreign Agriculture Circular , 
FT 9-76, July 1976. The classification by region is that given in the source. 


bJ Includes China and the Democratic People's Republic of Korea and the former Democratic 
Republic of V J t-Nam. 


Source: https://www.industrydocuments.uGsf.edu/docs/nxllOOOO 
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has shrunk since the 1950s due to highly automated equipment and the filter tip 
revolution. 115/ Whereas: filter tip cigarettes in the industrialized countries 
accounted for less than 1 per cent of the total market in the early 1950s, they 
leapt to 95 per cent by the mid-1970s;. 

247. Most filter tip brands have a shortjr tobacco column than non^filter brands, 
and there has been a trend to lengthening the filter and reducing the circumference 
of cigarette columns, which has contributed to reducing leaf requirements. 

Longer filters are also related to more loosely packed columns and the use of 
almost all previously discarded waste and scrap material. 

248. Tobacco leaf weight per 1,000 cigarettes has steadily fallen over the last 

four decades: from 3*6 l*>s in the 1950 s to 2.8 in the mid- 1950 s and 1.7 at 
present. 116 / Rising tobacco leaf costs, compulsion to bring down production costs 

and the alleged health hazards have provided the main impetus for the shift to 
filter tips. 


249 . The length of the American cigarette has jumped from the standard pre-1940 
figure of 70nn to the king-sized length of 05 mm, followed by the 100mm cigarette 
and finally one of 120mm, but this represents more filter and looser packing, 
with no additional tobacco. Manufacturers arc now using "puffing" techniques of 
the flue-cured end burley component blends, swelling the volume of the cigarette 
by 8-10 per cent. While there are obvious upper limits to the filter extension, 
there still remains the possibility of installing an "air-pocket" between the 
tobacco andi the filter, which would further reduce tobacco leaf inputs. 117/ 

250. Although data indicate that world cigarette output continues to rise, the 
rate is tapering off due to a complex set of interrelated factors such as anti- 
smoki nr campaigns, inflation, 118/ and rising excise taxes. These socio-economic 
forces are also influencing the shift from higher nicotine and tar cigarettes to 
those with a lower nicotine and tar content. As a result of differences in 
relative prices between; United States domestically grown and imported; tobacco, 

the utilization rate of United States manufacturing of the latter rose from 
8.3 per cent in J *::e 1950s to more than ir per cent by the mid- 1970 s. 


m/ Filters were first used as a promotional stratagem fer capturing a 
larger share of the consumer market. Also contributing to their success was the 
effect of smoking on health, which became a matter of public concern from 1953/54» 
culminating in the United States Surgeon General f s report in 1964 . Subsequently, 
the United States Congress, in I 966 , required that each package carry a warning 
label. Several developed and developing countries (with the exception of the 
socialist countries of Eastern Europe} have followed the United States example, 
with a considerable time lag in many instances. 

116/ Estimates of W. Collins of North Carolina State University (The Tobacco 
Reporter . December 1975)* * 

117/ The Tobacco Reporter . December 1975. 

118/ In the developed market—economy countries this is best seen in 1 the 
United Kingdom, where tobacco consumption fell 5 per cent in 1975, to the second 
lowest level since 1955* This slide is attributable, according to trade sources, 
to inflationary forces end higher taxes, which' raised cigarette prices to' a level 
one-third: higher than in 1974. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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251. Large-scale mechanization in the United States (mechanized harvesting, 
automatic tying and bulk curing, and containerization), with a concomitant trend 
towards concentration of production units, is geared to overcoming the cost 
squeeze and widening marketing margins. The same phenomenon is also discernible 
in Japan, where competition for labour has induced a sharp cutback in acreage and 
output since the 1960s. Rising costs in the United States have resulted in its 
share of world market of leaf tobacco slipping from over two-fifths in the late 
1940s to arcund 22 per cent in recent years. 119/ 

C. Impact of the chemical industry 

252. Although the chemical industry has always been technically associated; with 

tobacco manufacturing, with the onset of filter tips, and of tobacco additives and. 
substitutes, it is new even more closely interlocked with the tobacco industry, on 
account of the growth of an almost autonomous branch of the world "tobacco" 
economy - synthetic tobacco,; or new smoking materials (NSM). 120/ The implications 

for further concentration and marketing are far-reaching. Since 1957, the 
Celanese Corporation in the United States has researched the possibility of a 
supplement based; on modified cellulose "which was a logical extension of their 
work in cellulose acetate filter technology and of the expertise they had developed 
in smoke chemistry". 121/ The product is nicotine-free, with one-third to 
one-seventh of the total condensate of tobacco smoke. Research of this type is 
being pursued by the entire tobacco oligopoly. 

253. In the mid-1960s the major drive in the quest for a tobacco substitute in the 
United Kingdom st emm ed from the new uses for cellulose sought by the Imperial 
Chemical Industries (iCl) and by Imperial Tobacco’s attempt to seek protection fromi 
supply fluctuations, of the natural product. In addition', as the leading 
oligopolist in the United Kingdom it 1 sought to be dominant in what appeared to be 
an enormous potential market which would give total command of the vertical chain* 
The marketing failure of the New Smoking Material (NSM) brand; stemmed not merely 
from consumer reluctance to accept substitutes at the same price level as the 
natural product, but from the inability to remould consumer habits over the very 
short run. 


119/ At present the United States Government spends around $40 million 
yearly on its price support programme for tobacco, a figure which is expected to 
be reduced in the near future. These support prices are related to output costs 
which fix a floor to auction prices and thus tend to raise export prices. It is, 
of course, still a matter of conjecture whether the capital-intensive innovations 
now under way, including a wide- spectrum of mechanization and processing, will 
offset lower labour and capital costs in the developing countries. Undoubtedly, 
the enonnous capital resources allocated to containerization have cut transport 
costs sharply. 

120/ For a comprehensive survey of this drive to synthetics, see Marshall 
Sitting, Tobacco Substitutes , New Jersey, 1976. 

121/ New Smoking Material Ltd. An introduction to NSM. Tobacco Substitute , 
Cheshire, 1976* 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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254. Although, unlike the United States Celanese Corporation and New Smoking 
Material Ltd., Courtaulds is net fabricating its substitute (tabrill), it 
continues to work in the field of substitutes and has adequate plant capacity to 
market its product if and when it so desires. 

255. In Switzerland another substitute, pclystrep, which has a non-cellulose base, 
is being developed by the Polystrep Corporation. The Federal Republic of Germany’s 
chemical transnational, Bayer, is now producing jointly with the Reemtsma 
Corporation a cellulose-based substitute. -The introduction of new blends in the 
Federal Republic of Gemony by two of the. leading producers: Martin Brinkmann 
(Rothman’s) and Hans Bergman (BAT') is indicative of the marketing drive. 

D. Natural substitutes 


256 . Parallel to the impetus of the chemical substitutes has been the active 

experimentation with natural substitutes, including cabbages, tomato leaves, 
spinach, wild hydrangee and cocoa beans. More recently, Israeli scientists are 
reported to have innovated a nicotine-free low-tar cigarette from lettuce. 
Corporate research' already exceeded SBC million' in 1976• Patents have already 

been taken out on the use of cereal additives and the technical feasibility of 
making a totally non-tobacco cigarette is being actively pursued. 

257. One of the consequences of the quest for lower-tar cigarettes for marketing 
and distribution has been an intensified battle of the brands which, from a 
marketing angle, is comparable to that of the 1950s. That period witnessed the 
transition from non-filters to filters, save that the present, battle is on a much 
bigger scale, involving advertising costs of a vastly different order of 
magnitude. The outcome of this competitive struggle could' very well lead to a 
further shrinking of the present membership; of the world oligopoly. Nor is it 
fortuitous that the two leading members of the United States oligopoly are already 
dominant in the fast selling, low-tar brands. 


E. Trade patterns 


258. As with bananas, approximately one-quarter of'world production of leaf 

tobacco enters into world trade. In contrast to bananas, however, most tobacco 
produced' outside the socialist countries of Eastern Europe is caught in the 
transnational web even if it never enters into international trade. This is 
because of the percentage of world tobacco output produced in the developing 

countries which is used domestically by conglomerate controlled "domestic” tobacco 
companies. Althou^ leaf tobacco accounts for a minute proportion of international 
trade, it is concentrated in a relatively small group of exporting and importing 
countries, among which the United States is both the world’s largest im porter and 
its largest exporter. 

1• Pattern' of world exports 

259 . There are, at present, ten major world exporters: the United States, Turkey, 
India, Brazil, Bulgaria, Greece, the Philippines, Canada, Malawi and Zambia, with 
the developing countries accounting for over half of world leaf exports. In the 
immediate post-war years the United States held 4& per cent of the world export 
market, but this has now declined to about one—fifth; the share of the developing 


Source: https://www.industrydocuments.ucsf.edu/docs/nxIIOOOO 
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countri or.., in: general, rose in the i960s. Sanctions against Southern Rhodesia 
dramatically altered the export pattern, which may partially explain IfeJLiawi 1 s 
doubling of its chare of the world market bv volume from the early 1960c to the 
nid- 1970 ^. It could also be that semt countries 1 ' enhanced share of the world 
market vac imputable to re-exports of Southern Rhodesia tobacco. 

260. Apart from llalavi, relative world merket shares in volume remained more or 
less constant from the early 1960s to the mid-1970s. There was a marked 
acceleration from 1.4; per cent to 4.8 per cent per annum, in: the growth of world 
exports by volume be tire 5 n the first half of this, period; ( 196 I-I 965 to 1966-1970) : 
and the second half (1966-1970 to 1971-1974), with sharp fluctuations among the 
leading producers. The United; States rate fell from 2.7 per cent for the first 
half of the period to around 1 per cent in the second half. However, for certain 
major developing country producers such as India and Brazil there was a rapid 
spurt in the second half. Export growth rates by value, both' for the world and 
for individual countries, were higher than by volume in the second half of the 
period, and conspicuously so for India, Brazil, Zambia and llalavi. 

2 . Pattern of world imports 

261. As may be seen from table 35, approximately six major industrialized trading 
groups and countries account 1 for about 05 per cent (by volume) of tobacco leaf 
imports, of which by far the most important is the EEC. 122/ Whereas the share in 
world imports of EEC and the USSR have fallen since the early 1960s, there has been 
an increase in the shares of the United States and Japan. World imports more than 
doubled in the same period, whereas EEC imports more than quadrupled. In the 
period 1966-1970 to 1971-1974 there was a marked quickening of import growth rates 
by value, v/ith the exception of the socialist countries of Eastern Europe. 

3 . World trade matrix by origin and destination 

262. The percentages shown in table 36 are based on: export values of unmanufactured 
tobacco (SITC 121)!. The data cover 22 exporters 125/ for which the distribution 

of exports by destination was available for both 1966 and 1973, 2 -nd also Bulgaria. 
For the latter country, the pattern of exports by destination was. obtained on the 
basis of official statistics in national currency, which have been converted into 
US dollars. Sufficiently detailed data by destination of the exports from other 
major exporting countries, i.e. Southern Rhodesia, South'Africa, Cuba, the 
Dominican Republic and China, were not available. 

263 . The total value of unmanuf ac ture di tobacco exports from the 23 countries 
covered was slightly over Cl billion in' 1966 and Cl.5 billion in 1973 - As may be 
seen from part A of table 36 , the bulk of EEC and Japanese imports came from 
North America. For the socialist countries of Eastern Europe over two-fifths of 
imports come from Bulgaria, whereas for the United States the largest supplier is 
Turkey. Exports of unmanufactured tobacco by the leading exporters (the 

United States, Canada, Turkey, Greece, India, Bulgaria, Malawi) to specified 
regions are shown in part £ of the table. 


122/ See Economic Commission for Europe, Agricultural trade in Europe . 

Recent developments (prepared in 1976 ). The-European market for unmanufactured 
tobacco (ECE/AGRI/32). United Nations.publication. Sales No. E. 77 .II.E. 9 . 

125/ United States, Canada, Turkey, Greece, India, Malawi, Brazil, 

Indonesia, Italy, Yugoslavia, Netherlands, Mexico, Republic of Korea, Philippines, 
Thailand, Switzerland, Colombia, Federal Republic of Germany, Ireland, Zambia, 
Argentina and Japan. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Table 35 


World imports of leaf tobacco, 1961-1974 



World 

EEC i/ 

Other 

Western 

Europe 

USSR 

Other 

Eastern 

Europe 

USA 

Japan. 

Canada 




(Thousand metric tons' 

i: 



Volume of imports 









Average I96I-65 

911*8 

421.7 

96.2 

90;2 

65.6' 

82.9 

19.7. 

1.4 

Average 1966-70 

1 004.0 

439.1 

115.6 

62.8 

61.6. 

100 ;8 

31.7 

2.0 

Average 1971-74 

1 215.1 

508.3 

145.7 

83.2 

63.3 

137.2 

60.0 

3.1 

Proportion' of 



i 

(Per cent): 




world total 



1 






1961-65 

100 

46 

11 

10: 

7 

9 

2 

' 

1966-70 

100 

44 

12 

6 

6 

! 11 

3 

— 

1971-74 

100 

42 

12 

7 

5 

m 

5 


Growth of 



(Per cent per annum) 




volume of imports 









1961-65 tc 1966-70 

! 1.9 

0ip8 

3.7 

-7.0' 

- 1.3 

5.6 

10.0 

7.4 

- 1066-7,0' to 1971-74 

4.3 

3.3 

5.3' 

6.4 

0.6 

5*3 

15.2 

1 10.2 * 

Value of imports 




(.$ million) 




Average I96I-65 

1 174-2 

598.3 

107.5 

74.1 

74.6 

115.5 

35 a 

4.6 

Average 1966-70 

1 388.0 

651.8 

137.9 

82.4 

85*0 ; 

, 135.0 

60u2 

4.7 

Average 1971-74 

1 950.1 

866.9 

217.9 

135.3 

90.4 

176.8 

138.3 

6.8: 

Growth of value 



( 

Per cent p 

er annum ) 




cf imports 









19611-65 to 1966-70 

1 3.1 

1.7 

5.1' 

2.1 

2.6 

3.2 

11.4 

, 0.4 ! 

1966-70 tc 1971-74 

i ! 8.2 

6.5 

10.7 

11.6 

1'.4 

6.2 

20.3 

8.6 


Scurce : Computed from FAO, Trade Yearbook , various issues, 
a/ The present nine member States throughout. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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F. Trends in export prices of tobacco leaf 

264. World prices of leaf tobacco rose during the post-war period', particularly 
under the impac* of international demand and United Sxates nrice support, which' 
tended to confer a degree of relative pr .ee stability to ti .s commodity. Other 
major producers, such as Canada, incira, Greece and Turkey, also had recourse to 
price support programmes. Prices are 1 determined at open auctions in North America 
and Southern Africa, by State trading in Bulgaria and by private treaty in Greece 
and Turkey. 

265. The average world export unit value per ton in 1973/74 was around $1,611, 
but there were large variations among countries, ranging from $828 for the 
Philippines to £.2,659 fer the United States. The average export unit value from 
the developing countries was well below the world 1 average. World export unit 
values rose by around 8 per cent between 19 ol and 1974> the trend being much the 
same for all countries. "Peal" prices,, however, dropped sharply between the early 
19^0s and the mid-1970s, with the exception of Brazil, Malawi and Zambia. 

0. Cigarette exports 

266. The trade matrices for cigarettes in table 37 are based on data for nine 
major exporters, representing 89 per cent of world exports of cigarettes in 1975- 
Total world exports in 1975 were 226 billion pieces, but total recorded world 
imports were only l6l billion pieces. This disparity of 29 per cent stems mainly 
from the contraband (bootleg) trade, which likewise explains similar disparities 
in previous years ( 29 , 32 and 23 per cent respectively in 1972, 1973 and 1974 )'. 

267 . The last row in part B of tabic 37 indicates that the largest exporters are 
Bulgaria (20.9 per cent of total exports from the nine major suppliers in 1975); 
the United States ( 24.6 per cent) and the United Kingdom (l4-7 per cent), followed 
by the Federal Republic of Gem any and Switzerland. Fart A of the table shows 
that one importer alone - tile USSR - accounted for 86 per cent cf Bulgarian exports. 
For the United States, the major export markets were Western 1 Europe (21.7 per cent); 
for the United K_agdcci they were Asia (2 .6 per cent) and V: stem Europe 

(21.7 per cent). 

268. The matrices show that not only do the TTCs largely dominate production in 
developing, countries, through their brands and subsidiaries; they are also the 
almost exclusive origin (apart from Bulgaria's exports to the socialist countries 
of Eastern Europe) of world trade in cigarettes, both legal and bootleg. 124/ 

‘ H. Trade barriers 


1. Import duties 

265. The range of import, duties on unmanufactured tobacco varies according to 
country of import and variety of loaf. A n important feature of tariffs on 

unmanufactured tobacco is that they arc either specific or ad^ valorem , or a 


^^ does not follov that the TTCs arc necessarily themselves directly 
involved in, the bootleg traffic, constituting approximately one-third of the 
total volume of world trade in cigarettes. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Tatle YT 

Import.«nd emirt trade matrix for cigarettfcs,, 1975 


A. Percentages of total exports of cigarettes from *e lee ted 'expert ing 
countries and territories by countries and regions of destination 



B. Forcer, tag? g f t . tal Ft.ipaenofi cigare ttes to importing 
garters frer selected exp.-rting countries and tern t cries 



fC 

© 


nog: TSp per~entages are baaed cn incomplete distribution of exports by destination aid should be considered merely as 

indicator* cf the Min direction* of world trarfo in garottes. 


The*e exporters aeociaitad for 89 p*r cent of total 1 w>rldi exports of cigarettes in 1975. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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combination of the two* Most countries in North America, the Caribbean^ Africa 
and Asia apply specific rates of duty, whereas in Latin America and Western Europe 
ad valorem rates are more typical. Specific rates facilitate imports of the 
lower-priced types of leaf, most of which are exported by the developedi countries. 

270 . The incidence of customs duties on imports varies considerably: from 

ad valorem rates or their equivalent of zero in Norway anc! Switzerland to very 
high rates in North America,, the EEC, Australia, Greece and Portugal. There are 
no duties on imports by the State; monopolies in Japan, Austria, Sweden and Spain, 
but duties are extremely high for ether importers in these countries. As for 
other products, tariffs increase with the degree of processing. In the 
TJnited States, for example, duties varied in 197J from 18 per cent in the case cf 
unstemmed oriental leaf, which does not compete- directly with national output, to 
26 per cent for unstenned flue-cured and hurley, and 31 1 per cent for scrap, both 
of which do compete. 

2 . Quantitative restrictions 

271. The basic goal of quantitative restrictions on tobacco is to limit the range 
of consumer choice;; they may also' contribute to the creation of preferential 
markets. Quantitative restrictions may assume one or more; of the following forms: 
import embargoes, import quotas (fixed or variable), import licensing and 
blending regulations. 

272. Increasingly, blending regulations have acquired a new impact in both the 
developed and the developing countries. For example, the following countries 
prescribe minimum domestically grown tobacco shares for domestic manufactures: 
Philippines (80 per cent); Australia (50 per cent); New, Zealand (30 per cent); 
Ecuador (65 per cent); and Switzerland (56 per cent). 

3* P referential arrangements for certain producers 

273- One of the salient features of world leaf exports is the existence of 
preferential arrengements. The most significant preferential system is that 
provided by the EEC for its associate member States (Greece and Turkey):, whose 
leaf tobacco enjoys duty-free treatment. In; the United Kingdom, preferential 
imports from Canada, which traditionally entered under Commonwealth preferences, 
are now being phased out with the inception of the EEC common customs tariff. 

Among leading world! exporters Turkey not only enjoys associate EEC membership, 
but also, has established bilateral trade relations with several other countries, 
notably the socialist countries of Eastern Europe and Asia. India, which 
traditionally has received preferential Commonwealth treatment in the 
United Kingdom market, is now actively diversifying its trade links. 

274. The trade barriers brought about by the preferential structure of the EEC 
are of particular importance in view of the Community’s large share of world leaf 
imports. The importance of EEC preferential trade acquired a new dimension when 
Turkey and Greece became associate members and with the signature of the 
Lome Convention on 28 February 1975, which now covers 52 ACP States. Italy and 
France produce most of the EEC’s output, with the Federal Republic of Germany 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllGOOO 
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nj^ Belgium accounting for less than 10 per cent each. Most of the Community's 
snail intra-trade in leaf tobacco: consists cf Italian exports, the remainder being 
supplied by France and the Fe deral Republic of Gemany, and of re-exports . 125/ 

275 * Since the c cannon! customs tariff was n^t conoid a rod an adequate instrument to 
cover the vide difference between EEC production cet’ts and world, prices, two policy 
guidelines were instituted: the fixing of a norm end ran intervention price for 
tobacco leaf. For each of the 20' loaf varieties grown in the Community, norm and 
intervention prices arc? fixed each year,preceding the harvest. Intervention prices 
cjtq fixed by the Council of Ministers at the level of 90 per cent of the norm, or 
target price and constitute a guaranteed producers 1 price. The norm or target 

price is also set by the Council, but serves only as an indicative price.126/ 

27,6. Since the intervention agencies in each country must purchase all leaf tobacco 
offered to them at the intervention price, the target, and hence norm, prices for 
different leaf qualities arc designed to ste\ r output into Qiusired directions, 
taking into account changes in market conditions. In the widest context of that 
to itt. they con be considered as political prices. 

2^7, Target prices ore considerably above the price level of competing imports 
even after payment of duty, and arc set at a level that ensures that prices paid to 
producers arc kept close tc the norm price. 

278. Since norm prices for Community leaf are well above import prices from; third 
countries evon after payment of duty a premium is, paid to buyers of domestic leaf 
to prevent the accumulation of unsold stocks with, the intervention agencies. The 
premium is calculated so- as to ensure that prices paid to producers are kept close 
to the norm price. Eligible for the premium also is Community-grown leaf that has 
undergone first processing and market preparation. If, for a particular crop, the 
quantities of a variety taken over by the intervention. agencies; exceed a certain 
percentage of total output or a fixed quantity, the Council: cf Ministers may take- 
pricing or ether mca.sures for the next crop year, including a lowering of the; 
intervention price and exclusion of some or all of the leaf qualities of the va.riety 
in question from intervention buying. Its powers of intervention do not extend to 
the actua.l production process itself, but the Commission is required to submit a 
special report to the Council, including proposals for appropriate counter-measures 
(which may include lover norm prices and hence buyers' premiums.) whenever total 
output of all varieties for which buyers' premiums are granted exceeds by a certain 
percentage the average of the previous three crop yeaers. 

279. Although there are no import restrictions in the six original member countries 
of EEC, in France and Italy there* continues to be a single importer. However, if 
imports into the Community from third countries, are considered to create, or 
threaten to create, serious market disturbance, Council regulation 727/70 
establishing the common policy, which contains a safeguard clause, can be resorted to. 


125/ See ECE/AGRl /32 ( op.cit .) for further details. 

12£/ For a fuller description than is given here of the EEC common 
agricultural' policy on tobacco, which cane into force in April 1970, see FAO, 
Bulletin of A^riculturali Economics and Statistics . December 1975. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Tobacco is also included in the Community*s scheme of preferences under the GSP. 127/ 
Customs duties have progresively been removed in trade between the original six and 
the three new member countries, as well as among the new Member States themselves. 
Alignment to the common customs tariff was completed by the beginning of 1977* 

•?. Taxation 

230. In all developed market-economy countries various forms of taxation are applied 
to tobacco: excise duties, turnover sales tax, value added tax, remittance taxes, 
customs stamp tax, statistical services tax, luxury tax, and so forth. The 
United! Kingdom and Ireland are special cases since tobacco taxes account for a 
significantly high, share of total indirect taxation. 

281. In most developed market-economy countries, taxation accounts for 60-90 per cent 
of the retail price of manufactured tobacco, and is thus an> important factor in 
tobacco price formation explaining the considerable leverage on governments by 
the TTCs. 


^ *975 > the tariff quota was set at around 30,000 tons of leaf, with 
the United Kingdom share at about 65 per cent. For 1976, the quota was fixed at 
38,000 tons and the preferential tariff further reduced. For 197G the quota was 
enlarged to 60,000 tons. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Chapter VI 

T T E: ROLE 0? ImRITHE TRAiJSPORT 

A. I lari" ' .me transport and the tc acco transnationa l conglomerates 

232* iiaritino transport pH aye a significant role in the movement of raw tobacco 
from producing to manufacturing countries, but: a lesser one with regard to 
manufactured tobacco. Approximately 26 nor-, cent of world unmanufactured tobacco' 
cutnut is traded internationally and about JO nor cent of this trade is seaborne. 

In contrast, only about 6 per cent of world cigarette output and other manufactured 
tobacco products enters into world trade, of which about 60 per cent is seaoornc: 
(and under 3C per cent if seaborne trade within Wcstem Europe is excluded. ) In 
1075, unmanufactured tobacco represented some 92 per cent of the total volume 0^ 
l/.2 million tons, of unmanufactured tobacco, cigarettes, cigars and other 
manufac'bared tobacco. transported by sec. 

233. With few exceptions, control of maritime* transport used is within the ambit of 
the transnational loaf buyers and the large TTCs. Transnational loai buyers 
account for 83-90 per cent of tobacco purchased directly in the producing 
countries. Y/her. reselling to importing countries on c.i.f. terms they are. 
responsible for shipping arrangements; when they resell on f.Owb. terms decisions 
on shipping are taken by buyers, who are generally large tobacco conglomerates. 

284. These conglomerates also dominate shipping arrangements for much of the world 
trade which they handle by making direct purchases in the producing countries. In 
selling to the TTCs or .smaller tobacco manufacturing companies, the trading 
companies normally use f.o.b. terns, for sales to Wostem Europe, and c.i.f. or 
c. and f. terms to. other destinations. The varying conditions under which tobacco 
ir sold affect only the position between the transnational leaf buyers and the 
tobacco conglomerates. What is: of central significance is that tobacco producers 
in developing countries exert no control, or oven influence, over the maritime 
transport of their output. Such domination is a microcosm of the larger pattern of 
control of shipping between developed and developing countries. The latters 1 share 
in the tonnage of the world fleet of container ships is a mere 1.5 per cent, end of 
ships of all types 7.5 per cent. 128/ Freight rates imposed by major shipping 
conferences are threatening tobacco exports from the Philippines, for example., 
because the high rates have pushed up tobacco prices.129/ 

285* Where State tobacco monopolies exist, these: control the shipment of their 
imports either by buying under f.o.b. terms (which is reportedly the case for the 
socialist countries of Eastern Europe in their trade with other areas) or by buying 
under c.i.f. contracts v/hereby the buyer dote mine e the method of shipment. 


128/ "ilfeviev; of Ilaritimc Transport 1976. Report by the U1TCTAD' secretariat" 

(TD/b/c. 4/169), to bo issued as a United nations publication (TB/b/C.4/1 | 69/R^v* 1). 
The share of the developing countries is, however, larger in general cargo ships 
(I4.8 per cent). 

129/ This point was stressed during a recent meeting of exporters with 
government officials and the Philippine Shipping Council, following the 
announcement by the. Fear East Freight Conference and the Europe am conference line s 
of another freight-rate increase. (See Tobacco Reporter , February .1977, p*12). 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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286. Vliile maritime coats: do not normally appear to influence trade flows in 
tobacco, they do, however, influence the prices which buyers are prepared to pay. 
Thus, from the perspective of developing countries, particularly those which are 
far from the main markets, the maritime transport- cost is of prime importance for 
operational profitability. It is therefore essential to examine present levels of 
freight rates to determine whether there is any scope for reducing transport costs. 

B. Patterns of seaborne trade 

237. Estimated seaborne trade in unnamuactured tobacco in 1'973 1 i-S shoT/n in 
table 38 . Since national foreign trade statistics do not distinguish different 
modes of transport, the figures must be treated as approximate, as several trade 
routes can-be- served cither by sea; or by land transport. Estimates include 
shipments which are believed to have been made by short-haul ferry services, and 
are thus not confined to ocean carriers. Of an estimated total seaborne trade 

Table 30 


Estimated seaborne trade: in unmanufactured tobacco, 1973 
(1,003 metric tons; 


To 

Prom 

Jfcs.tem 

Europe 

. 

Socialist 
countries: 
of Eastern 

Europe 

North 

America' 

Japan 

Far East 
(excl. 
Japan) 

Others 

Total 

North America 

208 . 7 , 

1.0: 

- 

30.6. 

l6.0 

45.1 

302.2 

India and: Far East 

84.6 

32.1 

22.5 

10.6. 

7.4 

7 , 0.1 

227.3 

of which: India. 

29.4 

20.7 

- 

4.4 

0.1 

20.5 

83*1 

Indonesia 

10.3 

- 

4.4 

0 . 2 ' 

- 

23.1 

30.5 

Republic of 








Korea 

9*1 

- 

3.8 

1 1.1 

. 21.1 

6.1 

22.2 

China 

10 vG : 

3.0 

0.3 . 

0i 3 

; 4.1 

- 

23.5 

Others 

■ 24.5 

5.4 

14 ;. 0 j/ 

4 . 6 ^/ 

1.1 

12.4 

60.0 

ilediterrane an 

; 62 . 4 1 

- 

75 . 3 ' 

10 l :6 

; 0.2 

15.1 

163.6 

of which: Turke t , 

35.6 

“ 

50.7 

4.5 

0.1 

4.6 

104 .^ 

Italy 

013 1 


4.0 

0.6 


3.2 

8.1 

Others 

25.5 1 


12.6 

f 5.5 

0.1 

7.3 

51 . 0 : 

East/Southern Africa 

72.2 i 


3.0 

I; 0.6 

1.1 

41.1 

116.0 

South America (East 

1 





.1. 1 

- 


Coast): 

65.4 * 

— 

i 22.5 


- 

5.0 

92.9 

Caribbean and 


! 






Central America 

21.6 


12 . 3 : 

2.2 

; 

39.3 

75.9 

Socialist countries of 





1 



Eastern Europe 

10.4 

- 

0.2 

1.3 


20.5 

40.4 

Yfestem Europe 

15.1 

- 

' - 


. _ _ _ i 

2.4 

17.7 

Others 

23 w 6 

27.4 

; 21.0 

0.6 1 

1.0 ! 

0.6 

79.2 

Total 

, 569 '. O 

60.5 

156.8 

561.7 

26.5 1 

247.7 

1 117.2 


Sources : Estimates by the U1TGTAI) secretariat based on: Commonwealth Secretariat, 
Tobacco Intelligence , and GCCD, Trade by commodities. Market Summaries T 
Series C. 


a/ Essentially from the Philippines, 

b/ Essentially from Thailand. 
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of 1.1 million tons, some two-thirds vac carried along nine major sea routes 
linking the leading exporting and 1 importing areas, as sho’in in table 39 oelou. 

Tabic 39 


Seaborne tobacco trade in 1973 

on nine major routes 

Routes 

Tonnage 

carried 


*000 tons 

Per cent 

Ucrth America to Europe 

209 

23. S 

India and the Fax East +0: Europe 

nfi. 

16.0 

Latin and; Centre 1 America to Europe 

37 

12.0 

Mediterranean to North 1 America 

79 

10.3 

Southern and East nfrica to-Europe 

72' 

9-9 

Mediterranean to North; Europe: 

62 

3.6' 

North America: to the Far'East 

4:7 

6.5 

Latin and Central America to 

North America 

34 

4.6' 

India and the Far East to 

North America 

22 

1—1 

nA 

Total 

734; 

ICOvO 


202. Tor each, of these nine major sea; routes + here is nore Lhan one shipping route. 
EUrcne, for example, is connected' with different parts of the North American 
coastline by several different routes, each vi'dh its; own shipping services. The 
above data do. not, therefore, give a detailed picture of cargo flows of different 
shipping services. ’hat emerges from the table is the: dominant no sit ion of 
Eurore, which; recounts: fer about 75 ??or cent of thei unmanufactured tobacco 
shipned on the main sea routc-s and 1 about 56 per cent of all seaborne trade. 

203. Table /O shove, the estimated world seaborne trade in manufactured tobacco, 
some two-thirds of which consisted of cigarettes, 29 per cent of tobacco 
manufactured for smelling, clieving or to be used as snuff; and 4 per cent of cigars 
and cheroots. This table end also table 39* must be examined in relation to the 
trade matrices for unmanufactured tobacco and cigarettes in the preceding chapter. 

C. Shinning services 

290. Charter or tramp services acre used for unmanufactured tobacco by importing 
agencies in Spain and the USEE, end occasional charter shipments have been 
reported from India to the United Kingdom, from North America to Europe, and from' 
India and the Far East to continental! Europe. The remaining trade in 
unmanufactured tobacco and the entire trade ‘ in manufactured tobacco is carried 
by liner services, which: tend to be dominated! by shipping companies of developed 
countries. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Tebl!' 40 1 


1/oriel, seaborne tlradfr in manufactured: tobacco:, 1973 > ' 
(motrile tons) 



Western 

Zurooe 

* 

Socialist 
cour.t'rier 
of Eastern 

Euroos 

- 

North! 

America 

Oceania 

* 

... 

Far East 
(excl. 
Japan) 

Japan 

Others. 

Total 

I 

: Western Europe 

20: 257 d 

--- 

11 U/ 

5 273! 

1 

2 0/7 

2 906 

520 

16 206 

47 440 

! Uorth: America 

1 

9 659 

7,31 

1 000 

1171 

6 147 

|2 129 

20'433 

A 31 c 

! Caribbean and 

To n t r a 1 Amo r i c a 1 

4 ?; 

1 

! n.r.. I 

1 1 

1. 125. 

1 

7 ! 

n. a. 

j 

jn • a • ^ 

n. a.. 

629 , 

i rr -jC jt j 

! | 

! 

i & 

Ml 

139 

i j • ■ a. • 

n. a • 

751 

Cchor countries | 

i 

1516 

9 

71 

G07 

n. a. 

, 17' 

n. a. 

1 2' 220: 

1 

- -■ - --1 

{ To.cl 

1- 

31 7 •■4 

071 

1. 

is 5 .C 1 

4 373 

9 192 

2 1:2 6 

j_ 

56 739 

92 346' 


oqutct : Compiled by the 17 70 TAD secretariat on the basis of United Nations, 

^orld Trade Annual. TD?D , and b J : at i sties 1 Pane re, Series D . The data 
basically co-’or estimated cs obornc imports of Of CD countries ulus, 
or pe r l c of these countries to other countries. Trade among non-CECD 
cauntrios is nos colored in the- sources. 

bJ LhccIndian trace among continental Western European countries, which has 

been! asc'ueeA t.o: be overland. 

b/ Excluding trade between continental Western Europe and the socialist 
countries of Eastern, Europey which has been assumed to be overland. 


251. The preference- for the v;idespread use of liner shipping for tinman ufactured 
tobacco <hinges on the need for careful handling and stowage, regular end frequent 
shipments to avoid stoc:q>iling, and the relatively small quantities, involved. 

The reasons given for using conference: lines, rather than non*- con fere nee ones, 
sre usually that the latter are often unable to provide the full range of service 
required, and that shippers! need to confine their shipments to conference vessels 
if they wish to retain their loyalty rebates. The quality of service provided! by 
some non-conference- carriers has also been questioned, and, in some instances, 
use of non-conference vessels is reported to have raised insurance problems, 
l/hile there is; some validity i^ +V --0 Plains, they basically reflect the official 
apologia of conference lines, which have systematically opposed what they consider 
to-be the intrusion of third-world shipping interests into international trade. 

292* The fact that charter or tramp shipments are used occasionally by various; 
isnorting countries suggests that cargo deterioration is not r. crucial reason 
for rejecting the possibility of adopting more economical charter or contract 
me 1 nods. Th* crucial issue relates to the forme-go moved and the frequency of 
service required for ihu various port-to-port movements. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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23*,. Tonnage;: imolvc-d. on an- on. tic.clt route are relatively small by the standards 
yen:-rally adopted in consiGcriiv potentially bulUtaolc cargoes, with the possible 
exception of the rouLe.j from NUrth America to Europe. Tonnages on any one 
service are even smaller than would appear iron table 39> since several of nine 
najior rout-: •> distinguished in let tabic actually embrace mere than one 
f rub-route 1 , each with it- own sonarste shinning service. Control over liner 
tonnages in the tobacco trade is concentrated to a much greater extent than 
normal (i.e. in the -lands of a few transnational' corporations and conglomerates) 1 , 
which should facilitate adoption of bulking.techniques for smaller tonnages. 

294. From the available evidence it cannot be concluded whether more economical 
bulbing methods could be adopted in any of the specific trade routes. 130/ but 
the possibilities of using uon^linor services do not appear to have been accorded 
serious consideration in mosc sectors c ~ the shipping industry. This- indifference 
or. xhe- part of those who control maritime transport partly stems from: the fact 
that. liner services are r convenient method requiring minimus organisation by 
shippers. moreover, higher freight costs are borne by domestic growers in the 
form of lower f. 0 '.b. prices, = while unpublished loyalty rebates raise shipper 
margins end complicate national cost, structure investigations. 

29S'.: It has beer, nosed shove (coo chapter II) that certain TfCa have interests in 
the. liner'companies which transport their tobacco. In particular, SO a Land 
Ser.ice i; au*holly-ovned subsidiary of II.J. Reynolds, operating between 
Forth America and Ev.rone,, the Far Fast, the Caribbean and Central America; 
furthermore, feomtsma Cigare11e; ofabriken CnblL appears to have linhs with one or 
more shinning lines in the federal' Republic of Germany. 131/ 

D-. Freight rat-sc 

29c. Table 41 shows freight rates for luimam 1 featured tobacco on 1 selected routes 
in the period 19S9-I97o. These, rates, expressed In Jf- dollars per metric ton, 
are, with oiu- exception, bacod c-n the conference liner rates payable by shippers, 
the exception being the. Indla-’JfoFv route, where f.i.o. (free in and out)' rates 
arc in force which., unlike normal liner rates,, exclude the costs of loading and' 
discharge. In conformity with the general trend for commodity freight rates, all 
these rates rose steeply during' 1969^1971 j followed by a.' slight decline in 1976» 


130/ For details of the factors which should be taken into account in 
considering the feasibility of adopting bulking techniques, see "Protection of 
chipper interests: Bulking of cargoes. Report oy the UIJGTAD secretariat" 

. (FL/B/C. /;/l27/Sunp.4) 5 ren Tinted in' TD/B/C. 4 / 176 , a forthcoming United Hat Ions 
publication. 

lid/ Commerzbank, her gehbrt zu worn 11th edition, and Annual reports- of 
selected shipping linen im the Federal Republic of German"'. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Tabic 41 


Freight rater for nrj^.anu-facturo.d tobacco, 19-69^1976 :■ selected router. 

(US* dollerr. “'"or metric ton) 


Route 

1969 

•1971 - 



1976 

Increase 

1969-1976 

(per cent) 

India - UK 

91,0 

119.2 1 

130.2 

192*2 

160.4 

75 

India - Continental Europe 
(Bordeaux-Hamburg Range) 

91.5 1 

j 

119.2 ' 

'130*2 5 

1 1 

220.7 

197.8 

115 

' India - USSPji 

39o 

«a 

46.1 | 

71.6 

55-1 

39 

Philippines - USA 
(Pacific coast) 

108.7 

123.7 

i 

159.2 

216.5 

201.5 

85 

Philippines - USA 

(Atliantic/Gulf coasts)' 

135.4 

I55.4 

135.9 ! 

256.5 

255.4 

89 

7ur;:e:- - USA: 

A A* 0 

; * * 


• • 

90.6: 

106 

■ Turkey - Federal Republic of 

C*e rmany 

59* 5 

45.4 

77.5 

* * 

S3.4: 

124 

East Africa - TJX 

53* 3 

6:9.6; 

107.3 

150.3 

'113.7 

eo' 

East Africa - Continental Eurcme 

■ 

53-3=! 

69.6 ] 

107.3 

183.4 

160.8 

154 

Brazil - Continental Europe 
(Bordeaux-Hamburg Range) 

1 

1 

! 65.0 i 

G5.I 

125.2 

I65.I 

151.7 

134 

Paraguay - Continental Europe 
(Belgiuin-Fed(' :ral Republic of 
Germany) 

1 

94.5: 

1 82.2 

| 82*2 
j 

i 

165.1 

160.7 

70 

Parana ay - USA 
(East Coast): 

90.9 

103*3 

1 

120.0 

j 179.5 

• • 

« ' • 

USA Gulf ports - Continental 

Europe (cases, cartons) 

44 . 5: 

50.0 

SO.G 

i 83.5 

93.5 

121 

USA (South Atlantic ports) - 
Continental Europe 

| 43.0 

47*0 

56. B 

1 

34.8 

i 

38.8 

106 

(cases, cartons) 



i_ 





Source: Rater supplied by liner conferences or governments and converted to a 
uniform bar.is by the UNCTAD secretariat* 

a/ F.i.o. rotes which i exclude the cost of loading andi discharging. 


u 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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-97, • Tablv A 2 shoe's .the evolution of freight ra-lcn for unnunu f a c t are d tobacco- as. 
a percentage of average leaf unit. values for 1969-l n 74 ! . Detailed figures are 
contain'd in annex: tablec III and IV. With: ic-u exceptions, freight costs from: 
the developing c^untrire increase di more rrnidly during 1969-1974 them the value 
of tobacco: nurchu.se cl from those countrie The■ average export unit value for 

Indian tobacco rose by /.0. ner cent:, whereas the gross freight rate rose by 
119 per cert. The carols of tobacco freight rates ir too snail to permit a 
comparison vith- +rends in liber conference rates in general, but it. is apparent 
that, freight rates for tobacco have bc-cu. rising faster than export prices of 
leaf tobacco. 


Table *2' 


Unmanufactured tobacco: freight 
cf' ?.vrrage 1 oaf export vnt 


rates as a 1 nor cent ago 

vSllP-cy 1969-1974 


• 

Per co 

n tag O' 

share 

Percentage 





increase 

loute 

196.9' 

1373 

197/ 

1969-74 

India-Zurope 

7.9 

9.5 

11 . 0 . 

/•S? 

Thailcnc-Zurcpe 

31.7 

Sfi/; 

3H.2 : 

20 .*, 

Erct Africc-Zurope 

3.3 

6.2 

5.A 

-1.0 

USA-Zu rope 

2.7 

3.2 : 

5,0 

11.1 

United. S L ates-J?pan 

6.4 

3. r ;: 

10.0 

56 .0' 

Dominicav ncnubli c-Europe: 

7.3 

3.2 

H0:2' 

39-7 

Turkov -USA 

3.6 

•* 

•• 

• • 


Source: Annex: table IV 


" 98 - No: attempt ’ as been, made to c&lcula’e freight rotes fer manufactured tobacco, 
since the tobacco ir carried largely on Oracle routes in uhieh containerization 
has been introduced; extensive use is being made of door-to-door transport 
arrangements (i.e., transport of goods as an entity from sellers to burners), and 
it vjould be difficult to isolate 1 freight payments imputable to the sea leg of 
such movements. As already noted, seaborne transport of manufactured tobacco is 
not significant in the total picture. 


Z. fie structuring of tobacco- freight, markets 

299. fc a general 1 rule, rising freight races can only be overcome by t\io methods: 
either by adopting bulking techniques and switching to contract or charter 
shipping methods, or by intensive bargaining vith the liner conferences. 
Experience indicates that such bargaining is only likel'y to be effective if 
shippers investigate alternative shipping methods and: resort to those 
alternatives 9 hould they reach r. deadlock in their negotiations v/ith the 
conferences. Theoretically, such initiatives can be takem either by consignees 




Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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or by consignors,. moreover, the only kno^/r instances in which importers of 
primary products hove taken effective action to cut freight rate levels are those 
in ■winch the importers in question have had a> vested interest, in maintaining the 
competitive position of the primary commodities ^'is-a-vis competitive products* 
usually synthetics. 

500. As tobacco is under no immediate risk of competition! from synthetics 
(although this situation could change with the impact of low-tar brands) 1 , there 
are no substantial grounds for rapporing that the transnational leaf buyers and 
tobacco conglomerates which dominate the maritime transport of tobacco will be 
any more active than: in the past in seeking 1 to keep, downs freight rates, 

501* These considerations point to tit:- need for a stronger organisation of 
tobacco producers, so that they nay nress their claims on issues which determine 
the profitability of their operations. They also argue for more effective 
co-operation among producers, essentially among devclosing countries who could 
consider setting up their own shipping organisations* 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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SUPPIJSr-ENTARY TABLES A1ID' CHARTS 


Charts 


Chart 

.a . 

Financial interests, December 1976 

E. 

License agreements,. December' 1976 


Tables 

able 


T 

Tobacco manufacturing: basic, indicators in 
selected countries, and. territories, 1973 

II 

Indicators of the United States wholesale 
tobacco, trade in 1975 

Til 

F 7 ,ight rates Tor cigarettes on selected 
routes, rar ; -iy (0 

IV 

Estimated tobacco, freight rates and export 
prices (unit values):, 1969-197,4 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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TcVacco Bam.facturinr: ba^ic indicators in selected■ emmi net and territories^ 1 221 


'.our.try: t>r 

territory' 


1 

NisDber of 
n»j.l<.y*’o:n 

W-vron and 

s*J*rier,i ul 

ntspl-jy.--; 

Number of 
ftperaUi vei; 

Va^ea and 
oalaTieo of 
operat1ves 

Grose outputi 
in producerr,’ 
values a j \J- 

Value added 
in producers' 
values c/ d/ 

Index of 
production 



(thousands) 

i (iBilHions of 

(ithouaands) 

{millions of national currency/units) 1 

dr: = i:-: v 




national 









currency 1 









units) 






Argen t in* 


c.o 

17419 

4-1 1 

94.9 

... 

... 


Australia 

11 

( 

P9 

4 

18 

259 

126 

102. 

Aurtr. i 

1?' 

2.7 

247 1 

- Iwf. 

147 

6 840 

5 930 

107 

Brat:1 e/ 

269' 

1.5: 

110 


... 

1- 839 

1 101 


Bui ga r: a 

24 

26.9 

1 60s r/ 

23.5 

1 534 f/ 

... 

.., 


Canada 

ot 

9 

99 

7 1 

56 

625 

266 

108 1 

Ccltootn 

*6 

3.5 e/ 

103: e/ 



1 894 

1 363: 

2 3P: 

Egypt 

5: e/ 

1V.4 1 e/ 

5.7, e/ 

... 


141.5 e/ 

17.3 e/ 

14t 

Germany, Fed.Rep.of 

167 

27' 

9QO 

20 

500 

1.2 400 

. . 

1 106 

Guat ecala 

24 

0.755; 

2.0: 

0.5 

0.66: 

15 -if 

2.4 e/ 

111 

India, ej 

1' 5c? 

.. • 

16?: 

100 

105 

2 895 

7?4! 


Irar.J 

X, 

4.4. 

819. 

3.5 

205 

6 700 e/' 

7 570 e/' 


I tal ;• 


19 

5£.C J' 

18 

42 00C 

266 1/ 

96 00C 

*92 

-apai 

tta i 

4. 

90.C 1/ 



1 066 i/ 


120 

Kenya 

I 

... 

0, • 



5.6 

1.2 


Malawi, e/' 

e 

... 

2.1' 



20.9 

3-4 


Me x: rc 

:?■ ! 

5-7 

225: 

jl3 

92 

3 687' 

2 652 

"si 

Net: eri mds 

..... 


184 e/ 


... 

1 656 e/ 

408 e/ 

HE 

Par.ara 

p 

c!v 

1.3 

0.2 

0.26 

14w3 ; 

10.3 

IO3: 

Per- 

X: 

c.e. 

10?: 

0.5 

42 

; 2 846 

2 40:5 

1 T 2 

Se-therr. Pi.odes.a ey 

1 l . 

4.C: 

f .1 


... 

; 20.4 

11.3 


Scuth Africa e/ 

17' 

d 

( 

... 

.. . 

1 66: 

25 

li¬ 

ir. i y r * J' 


... 

,.. 


... 

! 346 

90 

ne 


r v • e/' 

tr 

72- 

31 

sc* 

6 so 

28?, 

108 

Ur.. tec State: 


/ R 

r fr. 

59 

44^ 

6: 3W 

2 900 

11.1' 

Ver.eot“la 

1 *?o 

,7. r e/. 

«1 

2.1 0 / 

29 e/ 

685 

... 

150. 


Source : T'jrj;. fme 'Jr: ted: Nations Ycarbonk cf Ihd-jstr,a: Statirti■m ., : 9~4 rii tior. , Vo.I. I, General' Industrial Statistics , 

f:'Jnited : I it.one puli icatior., Gale*, 'o'. F. it .XVl'I. l') . 


*/' Farter va'.:*? f - r Aurtralia, r anada t India, Konya, Malawi, Southern Rhodesia,: South. Africa and United Kingdom, 
t/ Ir.E?: -itt-t: rranl, Coiontia, Iran, Ita' y, : Japar., Sri Lanka and United 1 3-tates. 

zj Far*'r ■ a'.:»f it Australia, Canada, India;, Kenya, Malawi, Southern Rhodesia, Gcuth. Africa, United Kingdom and United: States. 

±J Value adi<»d; ?n... , 0 -1 nriia, Iran, Italy one Sr. Lanka. 

*/■ 

C/ Avera>*e annual payer.* per erpi yec (m \evac). 

n/ I? 4 ?. 

zj r: I li dt. r of natnr.il currency. units. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Indicators of the United States wholesale tobacco trade in 197*3 


1. 

Number 

of primary vdiole salers a/ 


2 043 

2. 

Number 

of salesmen 


16 921 

5. 

Number 

of commercial vehicles __ 


50 924 

4 . 

Number 

of retail outlets selling tobacco' products: 


1 397 ©63 

5 . 

Estimated \ 'hols sale value cf product s; 
distributed ($ million) 

12 425 



GO 

Cigareties 

8 264 



(b) 

Cigars 

439 



(c) 

Tobacco' (smoking, chewing and snuff) 

144 



(d) 

( 0 ) 

Confectionery, chewing gum and fountain 
syrups 

1 045 



Pipes 

35 



CD 

Othe r smoke rs f a rticlo s 

61 



CD 

Razor blades and: shaving accessories 

167 



(if) 

Paper goods 

144! 



(i) 

Leather goods 

33 



( 0 ) 

Proprietary drugs 

976 



(i0 

Deer,, vines; and liquors 

136 



CD 

I La t che s 

38 



CD 

Miscellaneous 

944 


6. 

Number 

cf grocery,, drug and miscellaneous other 




wholesalers: handling; tobacco products 


1 200 

7. 

Total 

grocery, drug, and miscellaneous other 




vrhole s 

alers 1 gross sales of products (a) 1 , (b). 




CD, ( 

e), (f) (;' million) 


8 943 



Source : National Association of Tobacco Distributors, KATD: Co-ordinator. 

Nov; York 1976. 

&/ A primary tobacco wholesaler is defined as, one who is on the direct buying 
list of the major cigarette and cigar manufacturers. 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Annex table III 

rrcif'~.t rates for cigarettes on selected 1 routes, mi&-1976 
*( T IS collars per ix-tric ton) 


.Route 

Estimated freight 
rate per ton aj 

Remarks 

USA (Gulf ) 1 - Continental Europe 

213.5 

port/port basis 

USA (South Atlantic ports ) 1 - 
Continental Europe 

129.0 

1 ion sc/hou so basis 

USA (north Atlantic: ports) - 
Spain (ileditc rranc an parts) 

297.8 

port/port basis (less 

1 1 O fJ for house/house 
containers) 

USA (North Atlantic ports)' 

Spain (Uilbao) 

192.0 


USA - UK 

241.4 


USA (Pacific coast) - Japan 

272.3- 

breakbulk or shippe r 
loads containers 

USA (Pacific coast) - Hbng Kong 

263.5 

: 

USA - Kuwait 

516.0 


USA - Saudi Arabia (Danmar) 

980.7 

including, port congestion 
su rcharge 

Contine real Europe - USA 
(Gulf ports) 

150 . 0 : 

port/port basis 

Continental Europe - USA 
(South Atlantic ports) 

144.0 

house/house basis 

UK - USA (Gulf ports) 

231.5 


UK - Australia 

437.3 

container 

UK - Australia 

412.0 

conventional 


Source : Compiled by the UITCTAD secretariat on the basis of information 

provided by the shipping conferences concerned or individual lines 
engage! in the trades. 

a/ Original rates on a weight/measurement basis have been converted to a weight 
basis assuming 1 ton equals 3-4 (120 cubic foot). 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Annox table- IV 

fstimated tobcnx > if • ifgh : ti rates and export prices 
r (unit value s), t , ~1969-1-574 

(US dell are per lib in Jim a of each year) 


Freight rate < Percentage change 


1 : Routs 


—— 

I 

is?: 

---- 

1574; 

h—— ---— 

I 563 - 74 : 

-— 

India - Europe 

Fi eight): i T et 


! 

■i 

i, 

li ' 

1 

.043 

1 

.048 

+71.4 

rate ) Gross a/ 



.054: 

.070: | 

+113.7 

i: vox age leaf expert price 


1 .A if 


.638 

-2,3.4 

Grose rate as percentage 
i of export price: 


7.5- 

9.6 

11.0 

+46 v7 

1 Thailand; - 3urc>pe 

1 FrciGlv-): l’:-t 


.107, 

.1,0 

. 156 ' 

^45-9 

rate ): Gross a/ 


.107 

.15? 

.187 

+74-8 

1 Average leaf export price: 


.337 

.437 | 

.46? 

+ 45.1 

Gross rate as percentage 
of expert price 


31.7 

i 56.4 

! 

38.2 

+ 20.5 

£as“ .'.fries - Fur ope 

Freight) Fet 


; 

: .020 

.041 

.041 

- 146.4 

rate ) Gross 


! .026 

.047 

.047 

+ 67.8 

Average leaf export price 


.:>i'i 

.761 

.077 

+ 71.6 

Gross rate as percentage 
of export price 

5.3 

6.2 

_ . 

\ -1*8 

United Guates - 'Jarope 
Freight) Fct oj 


.013 

.022 

| .024 

+33.4 

rate ) Gross 


.020 

1 .02 C 

! .031 

+55.0 

Average leaf export price 


.722 

.331 

1.051 

+45.6' 

Gross rate as percentage 
of export price 

2.7 

; 5.2 

5.0 

+11.1 

United States - Japan 

Freight) Ueo 


.046 

i! 

.063 

i 

1 

.053 

n 

li 

+102.2 

rate ) Gross: 


.046 

.075 

.101 

1 +115.6 

Average leaf export price 

0/ 

! . 722 ' 

.881 

1.051 

i +45'.6 

Gross rate as percentage 
of export price 


i 6.4 

8.5 

10.0' 

+56.0 

Dooinicar Republic - Europe 
Freight): Ilct 

.024 

• Of2 

i 

.04c£/ 

+66.7 

rate ) Crocs 

£/ 

.024 

.036 1 

.045 

+75.2 

Average leaf export price: 

.530: 

j .440 

.420 

+27.3 

Gross rate as percentage 
of export price 

7.3' 

n 9 
u » <~ 

1 

10.2 ] 
II 

+35.7 


fC 


Source: https://www.industrydocuments.ucsf.edu/docs/nxllOOOO 
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Route 

Freight, rate 

Percentage change 


! 

1973 

1574' 

1569-74 

Republic of Korea - Europe 

1 




Freight)' Net gj 

i 23.07^/ 
25.07-^ 

29.30 

34.23 

443.5 

rate )' Gross gj 

29.90 

45.75 

4-98.5 

| Average leaf export price 

Gross rate as percentage 

.300' 

.415 

.468 

+62.7 

of export price 

na 

na 

na 

na 

Turkey - United States 





Freight) Net 

.020 

.027 

.04 

+85.0 

rate ) Gross aj 

.020 

na 

na 

na 

Average leaf export price 

Gross rate as percentage 

.530 

.750 

1.160 

j 

+110,9 

of export price 

5.6 

na 

na 

na 

Brazil - Furope 





Freight) Net 1 

na 

.041 

.045 

na 

rate ) Gross 

na 

, na 

na 

na 

Average leaf export price d/ 
Gross rate as percentage 

.384 

.56/ 

.66e 

+74.0 

, of expert price 

1 

na 

na 

1! 

na 

I 

na 

1 


Source': Estimates by the UliCTAD secretariat, based on trade sources, 
a/ Includes currency adjustment factors and surcharges; but not loyalty rebates, 
b/ lialawi flue-cured. 
cj Including container discount, 
d/ Flue-cured. 

ej Includes currency adjustnent factor only, 
f/ Darlc tobacco. 
g/ Per cubic metre, 
h/ December. 
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